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ARE GENERAL FIRE INSURANCE CARRIERS 


Millers Mutual Fire Insurance Co................020000. Harrisburg, Pa. 
Millers Mutual Fire Insurance Co...............20200: Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co............... Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association. ..............+e00- Alton, Ill. 
Grain Dealers National Mutual Fire Ins. Co............. Indianapolis, Ind. 
Western Millers Mutual Fire Insurance Co............... Kansas City, Mo. 
National Retailers Mutual Insurance Co..............+e0000% Chicago, Ill. 
Michigan Millers Mutual Fire Insurance Co................ Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co..............0000. Des Moines, Ia. 


MILL MUTUAL FIRE PREVENTION BUREAU 
400 W. Madison St., Chicago, Ill. 


A service organization maintained by the Mill Mutuals. 
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CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMENS MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMENS MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


NATIONWIDE INSURANCE 
CUUtC£ 





Gale & Stone, Boston — Mutual Insurance Bureau, Philadelphia — Lumbermens Mutual Insurance 

Agency, Inc., Mansfield, Ohio, Pittsburgh, Penna—Lumbermens & Manufacturers Mutuals, Inc., 

James S. Kemper, Mgr., Chicago, Milwaukee, Minneapolis, Omaha — Associated Mutuals, Inc., 

Atlanta, Ga. — Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City — 
Martin Agency, Seattle. 
































ROBERT E. DINEEN 


President 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


EW president of the National Association of Insurance Commissioners, by virtue of his 

election at the organization’s recent 77th annual meeting at Portland, Oregon, is Robert 
E. Dineen, who has served as New York Superintendent of Insurance since 1943. As a member 
of the Commissioners’ Committee on Rates and Rating Organizations he has been active in 
proposing legislation designed to harmonize state regulation of insurance with Federal 
requirements. 
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TIME AT HAND TO TAKE MYSTERY 
OUT OF INSURANCE RATE-MAKING 


OW that a year of work has 
N hammered out suggested 

model rate regulatory bills 
for fire insurance and casualty insur- 
ance upon which the members of the 
National Association of Insurance 
Commissioners have agreed, and un- 
der which all save a handful in the 
insurance business believe they can 
operate efficiently, another task of a 
year’s duration is about to begin. The 
task is the passing of reasonable fac- 
similes of the model bills in the many 
state legislatures which come together 


in 1947. 


Offhand this would not seem too 
difficult an assignment. The bills were 
drawn by an able committee of Insur- 
ance Commissioners, who gave a great 
deal of time and painstaking effort 
to the job. They have been approved 
by the National Association of Insur- 
ance Commissioners, the individual 
members of which represent the 
people of their states in insurance 
matters. The committee made a sin- 
cere attempt to compose all differ- 
ences on the subject of rate regulation 
which existed among the various ele- 
ments of the insurance business, the 
while keeping an eye peeled for any 
provisions which seemed contrary to 
the public interest. 


Theoretically there should be no 
opposition to the bills. 


Anyone with the slightest practical 
experience in legislative matters 
knows that there will be some opposi- 
tion, for the bill has yet to be drawn 
on any subject which cannot be op- 
posed. Some in the insurance busi- 
ness with axes to grind will see, in 
the opening up of the whole subject 
of rate regulation, an opportunity to 
secure some advantage which has 
been denied them before. There can 


be opposition based upon the unpre- 
dictable cross-currents of _ politics. 
And there will be opposition based 
upon misunderstanding. 


Not much can be done about the 
opposition based upon. self-seeking, 
or upon political considerations, at 
the present time. But in the six 
months which remain before the legis- 
lative sessions get under way every- 
one in the insurance business should 
certainly make a determined effort to 
dispose of any opposition based upon 
misunderstanding which he can un- 
cover. 


What seems to be called for is a 
personal campaign by every insurance 
man to take the mystery out of the 
subject of insurance rate-making. Ad- 
mittedly the subject is complex, and 
it is only after considerable explana- 
tion that anyone unfamiliar with it 
can begin to grasp what it involves. 
But if it is not understood by those 
who will be considering the model 
rate regulatory bills next spring, and 
by representatives of organizations 
whose advice is influential, the merits 
of the model bills may not be suff- 
ciently apparent to get them through 
intact. 


Here are a few questions which 
insurance men should make opportun- 
ities to answer: Why is rate regula- 
tion necessary in the public interest ? 
Would not unregulated competition 
be more satisfactory? Why is sched- 
ule rating used in fire insurance? 
Why is experience rating based on 
statistics used in automobile and 
workmen’s compensation insurance ? 
Why do rates differ between terri- 
tories? What justification is there for 
insurance organizations to take in so 
much more in premiums than they 
pay out in losses? What connection 
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is there between fire prevention and 
accident prevention and insurance 
costs ? 


These are the sort of questions 
people will be asking next spring, 
when rate regulatory legislation is up 
for passage, and they are the sort of 
questions which give rise to confusion 
in the minds of those who do not 
know the answers. There are simple 
answers to all of them, and if the an- 
swers have been provided in under- 
standable form in advance there will 
be no opposition to rate regulation 
based upon misunderstanding. But 
now is the time to begin providing 
the answers for those who should 
have them, for during legislative ses- 
sions little time indeed is set aside 
for the carrying on of educational 
activities. 


HANDICAPPED WORKERS 


NOTHER detailed study has just 
come off the press to add weight 
to the growing conviction that the 
physically handicapped individual is 
a valuable worker in business and in- 
dustry, when properly placed. It is 
“The Physically Handicapped Work- 
er in Industry,” by Gilbert Brighouse, 
published by the California Institute 
of Technology at Pasadena. 


Professor Brighouse, who is a psy- 
chologist and industrial relations re- 
searcher, was afforded unusual facili- 
ties to compare the performances of 
1.815 handicapped workers of all 
types with a control group of 538 
non-handicapped workers over a pe- 
riod of four months in 1944-45 at a 
Lockheed Aircraft Corporation plant 
in Southern California. Because of 
unusually detailed records kept by the 
corporation he was able to investigate 
aspects of the problem not usually 
gone into. 


The hypothetical “average” physi- 
cally handicapped employee that he 
found there was a 38-year-old man, 
married and renting his home, who 
had attended high school two years. 
Before going into defense work he 
had spent some years in a clerical or 
selling occupation. He might have had 
any of a variety of jobs at Lockheed, 
advanced rapidly through the lower 
labor grades, received frequent pay 
increases, but was unlikely to have 
been promoted into a position of re- 
sponsibility, especially one requiring 
supervision of other employees. He 
was more stable on the job than nor- 
mal, had a longer period of service, 
and fewer absences without excuse, 
although probably more absences be- 
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cause of illness. He was slightly more 
likely to be involved in an accident, 
and such accidents were a little more 
serious in terms of time lost and 
compensation than the average. His 
accidents were less likely to have been 
produced by his own carelessness or 
failure than the accidents of the able- 
bodied. His morale was at least as 
high as that of the normal worker, if 
not higher. 


While Professor Brighouse’s find- 
ings as to accident frequency do not 
square exactly with some other studies 
which have been made, he points out 
that the differences are too small to 
be statistically significant. He sug- 
gests that greater caution was exer- 
cised in reporting accidents to persons 
known to be physically handicapped 
than those to able-bodied persons, and 
that analysis of individual reports 
showed that not all of them involved 
actual accidents. 


One significant factor would seem 
to be the average age of the physical- 
ly handicapped studied. With em- 
ployment of physically handicapped 
war veterans now assuming greater 
importance it is probable that the 
average physically handicapped male 
worker today would be much young- 
er than the 38 years revealed by the 
study. Quite possibly such a study 
conducted today would show some 
statistical variation. 


REFERENDUM NO. 89 


HE Chamber of Commerce of 

the United States of America 
currently is conducting Referendum 
No. 89 among its 2,300 member or- 
ganizations, to determine their opin- 
ions concerning the proposed declara- 
tions of policy in six fields which 
were recommended by the Committee 
on Policy to the Chamber’s recent 
34th annual meeting. The six fields 
are animal experimentation, anti- 
trust laws, foreign trade, insurance, 
international transport, and the na- 
tional transportation policy. 


3ecause the proposed declaration 
of Chamber policy concerning insur- 
ance is extremely comprehensive, and 
because almost all of the organiza- 
tions from which expressions are be- 
ing sought have the point of view of 
the buyer rather than that of the 
seller of insurance, insurance leaders 
are manifesting considerable interest 
in the probable reaction. 

The proposal recommends contin- 


ued state supervision of the insurance 
business, uniformity in legislation to 





meet conditions imposed by the 
United States Supreme Court deci- 
sions in contemplating the establish- 
ment of rating bureaus and other ex- 
pert statistical bodies, and the remov- 
al of state legislative restrictions 
which interfere with meeting buyer 
demand for insurance protection. 
Strengthening of state insurance su- 
pervision through appointment of su- 
pervisory officials of recognized abil- 
ity at adequate salaries, and their pro- 
vision with adequate funds to enable 
the securing of qualified subordinates 
are urged. 


The government’s entrance into any 
phase of the insurance business which 
can successfully be conducted by pri- 
vate carriers, except veterans’ life 
insurance heretofore issued, is strong- 
ly opposed. Fighting inflation is sup- 
ported, with the suggestion that the 
Federal government reestablish its 
own credit by maintaining taxes at 
relatively high levels while providing 
incentives for business, reducing gov- 
ernmental expenditures, and discharg- 
ing the national debt. 


It is recommended that taxes on 
insurance companies by the states be 
uniform and equitable. Life insur- 
ance policies over which the insured 
has no element of ownership or con- 
trol should not be included in the in- 
sured’s estate for Federal estate tax 
purposes ; the $40,000 exemption for 
life insurance should be restored ; in- 
surance which has been specifically 
purchased and earmarked for pay- 
ment of Federal estate taxes should 
be exempted from such taxes. Under 
the Federal income tax law a limited 
deduction should be provided for sav- 
ings out of income for payment of 
life insurance premiums, purchase of 
homes and savings bonds, and savings 
deposits, to encourage personal inde- 
pendence ; the scope of provisions re- 
lating to pensions, profit-sharing and 
annuity plans should be broadened. 
Insurance companies other than life 
should be permitted to carry forward 
losses for Federal income tax pur- 
poses for six years, instead of the 
present two years, in recognition of 
the fact that such businesses do not 
have short profit-cycles and may be 
subject at times to substantial and ca- 
tastrophic losses. 


Both Federal and state govern- 
ments are urged to adhere to a policy 
of encouraging private investment in 
the nation’s businesses. 


Greater effort to reduce fire losses 
and personal injuries through local 
and national preventive measures is 
strongly endorsed. The basic princi- 


ples of automobile financial or safety 
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responsibility laws is accorded sup- 
port, with the creation of state auto- 
mobile insurance funds opposed. 


Extension of Old Age and Surviv- 
ors’ insurance to employees of non- 
profit organizations, governmental, 
agricultural and other employees not 
now covered is recommended, as well 
as amendment of the Act to prevent 
any diminution of benefits to World 
War II veterans by reason of their 
service in the armed forces. Health 
insurance programs should be con- 
sidered by all employers, but legisla- 
tion to extend the Social Security sys- 
tem to the accident and health, hos- 
pitalization, and medical care fields is 
strongly opposed. 


Employers that can qualify should 
be allowed to self-insure their liabil- 
ity for workmen’s compensation, or 
to cover it in private insurance com- 
panies, but should not be compelled 
to insure it in a monopolistic state 
fund. 


Prohibitions and restrictions against 
the operation of United States insur- 
ance companies in foreign countries 
should be eliminated, both at home 
and abroad. 


Retention of the principle of co- 
insurance should be permitted in 
order to allow reduction in rates 
through sound underwriting prac- 
tices. Valued policy laws are held 
to contravene the basic theory that 
the fire insurance contract is one of 
indemnity only, with a distinction 
made in the case of valued “all-risk”’ 
forms such as are common in the in- 
land marine field. The proposed 
declaration of policy holds that laws 
adopted by any state requiring spe- 
cial deposits of cash or securities by 
insurance companies solely for the 
benefit of the people of that state 
are inimical to the best interests of 
all policyholders. 


REPLACEMENT COVERAGE 
F  Getsinsne pian the order issued 


several weeks ago by Michigan 
Commissioner of Insurance David A. 
Forbes, directing discontinuance of 
the writing of repair or replacement 
coverage in that state, is not destined 
tc be the last word on this intriguing 
subject. Replacement coverage not 
only has been a live conversational 
topic in insurance circles ever since 
but in one publication, the New York 
Journal of Commerce, indignant let- 
ters to the insurance editor protesting 
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the outlawing of the coverage have 
become a more or less regular feature. 


Gist of the Michigan objections to 
this type of protection was that it 
would greatly increase moral hazard, 
in that in many cases the insured 
could realize a “profit” from a fire if 
his burned property were replaced 
without deduction for depreciation. 


Objectors to this point of view have 
based their contentions largely upon 
long and satisfactory experience in 
writing replacement insurance. It is 
held that the amount of insurance on 
machinery and buildings is based 
upon a higher allowance for deprecia- 
tion than is usually possible to require 
in settling a loss, and that controver- 
sies over depreciation frequently 
make settlements difficult. The moral 
hazard is regarded as entirely re- 
noved by the requirement that the 
property be replaced before the in- 
sured can collect the ditference be- 
tween present value and actual cost to 
replace. 


There can be no doubt that, with 
building conditions as they are at 
present, owners of many outstanding 
risks would be inclined to look with 
great favor upon replacement cover- 
age. That it could have great poten- 
tialities for moral hazard under cer- 
tain conditions also is a widely held 
opinion. Probably the answer to the 
coverage’s desirability or undesira- 
bility lies in the character of the in- 
dividual risk, and the extent to which 
the insurance carrier’s inspectors are 
able to keep up to date on the actual 
values involved. 


O’MORROW v. BORAD 


ROM time to time in the past 

some interesting points of law 
have been raised by that.type of auto- 
mobile accident in which both parties 
are covered by the same insurer. As 
financial responsibility laws and other 
factors make more widespread the 
purchase of automobile public liabil- 
ity and property damage insurance, 
and some companies tend to confine 
their major sales efforts to limited 
geographical areas, it probably is in- 
evitable that there will be an increase 
in such accidents. 


A recent case which will bear read- 
ing by claims men and attorneys 
working in this field is that of O’ Mor- 
row v. Borad. which was decided by 
the California Supreme Court sev- 
eral months ago, and which has been 


July, 1946—5 


reported in CCH 710,614 (Automo- 
bile Cases). 


O’Morrow brought action for de- 
claratory relief against his automobile 
insurer and against Borad. O’Mor- 
row and Borad had been involved in 
a collision, both claimed to have suf- 
fered personal injuries and property 
damage, and both carried their auto- 
mobile insurance in the same compan- 
ies. While O’Morrow was preparing 
to file suit for damages, Borad filed 
an action against him. The insurance 
companies were notified, and there 
was some discussion as to how the 
situation was to be handled. 


O’ Morrow finally went ahead with 
his defense against the action Borad 
had brought and with his counter- 
claim, the actions having been handled 
by his personal attorneys. The insur- 
ance companies then notified him that 
his action was a breach of the cooper- 
ation clause in his policy, which led 
to O’Morrow’s bringing an action for 
declaratory relief. 


The trial court concluded that 
O’Morrow had violated the conditions 
of the policy in refusing to permit 
the insurance companies to defend in 
his name the action filed by Borad, 
and that he had failed to cooperate 
with the insurers in the defense of the 
action. The appeals court held that 
conflicting interest estopped the insur- 
ers from compelling O’ Morrow to en- 
trust them with control of his defense. 
It also was of the opinion that the 
insurers were not liable for the ex- 
pense O’ Morrow incurred in filing a 
counterclaim and a declaratory judg- 
ment action. 

The California Supreme Court 
held that, because of conflicting in- 
terests, it would be to the financial 
interest of the insurance companies 
to prove both parties guilty of negli- 
gence, and that under the circum- 
stances the insurance companies could 
not be permitted to control the de- 
fense of the two policyholders against 
their respective claims. Therefore 
compliance with the cooperation 
clauses of the policies was excused, 
and the insurance companies were 
liable for any judgment, cost of suit, 
and reasonable attorney’s fees which 
©’Morrow might incur in defending 
himself against Borad’s claim. It was 
held that these fees were recoverable 
in lieu of the defense required by the 
insurance contract. The court decid- 
ed, however, that there was no basis 
for allowing O’Morrow expenses for 
counsel in his suit for declaratory re- 
lief. The judgment of the trial court 
was reversed, with directions to enter 
a declaratory judgment in accordance 
with the Supreme Court’s conclusion, 
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Commissioners. Approval of Bills 
Advances Rate Regulation Program 


Flurry of Last-Minute Opposition by Pacific Coast Carriers 
Expected to be Ironed Out Before Legislative Sessions Open 


HEN the new pattern of in- 

surance regulation in the 

United States has emerged 
in its entirety a year or two hence, 
June of 1946 doubtless will be re- 
membered as the month in which in- 
surance leaders—both those engaged 
in the business and those concerned 
with its supervision—gave vent to a 
deep and heartfelt sigh of relief. 


Two events of the month were re- 
sponsible for some easing of the pres- 
sure under which executives and reg- 
ulatory authorities have been working 
for a long time in an effort to work 
out the beginnings of a system of 
state supervision of insurance which 
would meet with the approval of the 
Federal government. 


The first was the handing down, on 
June 3, of two opinions by the United 
States Supreme Court which clarified 
greatly the rights of the states in the 
fields of taxation of insurance car- 
riers and of licensing of insurance 
agents. The cases responsible for the 
opinions were Prudential Insurance 
company vs. Benjamin, and Robert- 
son vs. California. 


The second was the adoption by the 
National Association of Insurance 
Commissioners, at its 77th annual 
meeting held at Portland, ( Jregon, of 
suggested model rate regulatory bills 
for fire insurance and casualty insur- 
ance, without serious opposition to 
their provisions from the nation’s in- 
surance organizations. 


4 


As a result the decks now seem 
cleared to prepare for the important 


task of attempting to pass, in the 
large number of state legislatures 
which will be meeting in 1947, uni- 


form legislation which will satisfy the 
Federal government that the states 
are fully capable of regulating the 
business of insurance in the public 
interest. 


A brief analysis of the two United 
States Supreme Court opinions re- 
ferred to will be found upon another 
page of this issue. Analysis of the 
model rating measures approved 1s 
hardly necessary, since the details of 
their provisions have been a leading 
topic of discussion in insurance circles 


SETH B. THOMPSON 
Elevated to the Vice-Presidency 


during the period of more than a year 
which has been devoted to their draft- 
ing. The significant development of 
the month in connection with them 
was not a matter of their detailed pro- 
visions, but that the National Asso- 
ciation of Insurance Commissioners 
vas able to draft and to adopt model 
bills in so important a field as rate 
regulation which met with the support 
of an overwhelming majority of the 
insurance companies which will be 
required to operate under them. 


All are familiar with the intensive 
labor that has gone into the prepara- 
tion of the model rate regulatory 
measures. Ever since the United 
States Supreme Court, on June 5, 
1944, held insurance to be commerce 
and thus subject to Federal regulation 
the leaders in the Insurance Commis- 
sioners’ organization and in the busi- 
ness have been devoting a great deal 
of thought to the future of insurance 
regulation. The effort was intensified 
when Public Law 15 took effect on 
March 9, 1945, setting January 1, 
1948, as the deadline for working out 
a satisfactory system of insurance 
regulation by the states. 


A year ago the Insurance All-In- 
dustry Committee was set up to study 





J. EDWIN LARSON 
New Executive Committee Chairman 


the impact upon insurance of various 
Federal laws, and to make sugges- 
tions for legislation in the states; its 
membership has come to include the 
nineteen major insurance associations 
of the United States. During all this 
time it has worked very closely, 
through conferences, with the Com- 
mittee on Rates and Rating Organi- 
zations of the National Association of 
Insurance Commissioners, the body 
with which the responsibility for 
drafting and approval of the model 
rating measures finally lay. 

The final steps were taken by a 
sub-committee of the Committee on 
Rates and Rating Organizations, 
which approved drafts of model rate 
regulatory bills for fire insurance and 
casualty insurance during May, 1946. 
It was these bills, with a very slight 
change, for which the Insurance All- 
Industry Committee indicated its sup- 
port at the 77th annual meeting of 
the National Association of Insurance 
Commissioners. It was these bills 
which the full membership of the 
Committee on Rates and Rating Or- 
ganizations there approved, and it 
was the report of this full committee 
embodying these bills which the Na- 
tional Association of Insurance Com- 
missioners there accepted. 
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Such a thoroughgoing effort had 
been made during the past year to 
iron out all insurance organization 
points of view on this matter that it 
was not expected that much late oppo- 
sition to the bills would be encoun- 
tered at the Portland convention. That 
some last-minute opposition did de- 
velop, of course, is a matter of record. 
That it might possibly have been 
based upon misunderstanding of the 
provisions of the model bills is the 
opinion of many insurance leaders, 
and thus there is hope that more com- 
plete understanding may neutralize 
the objections in the months to come. 


The opposition to the rating bills 
came out at a joint meeting of the 
Commissioners’ Committee on Rates 
and Rating Organizations and_ its 
Committee on Federal Legislation. It 
was led by spokesmen for a number 
ot the Pacific Coast carriers. E. C. 
Stone, United States general manager 
of the Employers Liability Assurance 
Corporation, Ltd., who has been con- 
ducting a one-man campaign for 
many months against strict rate regu- 
lation, was also a speaker. 


Charles Seeley, whose San Fran- 
cisco firm of Rathbone, King and 
Seeley represents* the Chubb & Son 
companies, held that the proposed 
bills were “maximum” regulation, 
when they should be “minimum.” He 
contended that the bills could not be 
passed in California. R. A. Maguire, 
vice-president of the Pacific Employ- 
ers Insurance company, Los Angeles, 
said that his company had not been 
represented on the Insurance All-In- 
dustry Committee, that it had been 
operating for twenty years on an in- 
dependent basis, and wished to con- 
tinue to do so without interference. 
J. W. Reynolds, president of the 
United Pacific Insurance company, 
Tacoma, Washington, said that the 
bills would put independent carriers 
in a straitjacket. He contended the 
bills could not be passed in the Pa- 
cific Coast states, nor in many of the 
midwestern states. James Crafts, 
president of the Fireman’s Fund In- 
surance company, San Francisco, said 
that the occasion marked the first time 
his company had opposed a decision 
made by an organization of which it 
was a member, referring to the fact 
that it is a member of the National 
Board of Fire Underwriters, one of 
the organizations making up the In- 
surance All-Industry Committee. He 
believed that strict regulation would 
lead to a great growth of participat- 
ing insurance in the stock company 
field, and would have an adverse ef- 
fect upon the American Agency Sys- 
tem. He said that where regulation 
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has been attempted the flow of premi- 
ums has been away from the stock 
companies and toward the mutual car- 
riers. Otto Patterson, vice-president 
of the American Automobile Insur- 
ance company, St. Louis, charged 
that the interests of the independent 
carriers had not been taken care of. 
He held that the regulation would 
drive independent insurers into mem- 
bership in bureaus. E. L. Stockwell, 
vice-president of the Pacific Indem- 
nity company, Los Angeles, held that 
the purpose of regulation should be 
to guard solvency. Maurice Pew, 
secretary of the Farmers Automobile 
Inter-Insurance Exchange, Los An- 
geles, said that the proposed bills 
would not fit into the flexible rating 
system of his organization, and sug- 
gested that they were a patchwork of 
compromises. 


H. K. Dent, president of the Gen- 
eral Insurance company, Seattle, 
Washington, favored the measures. 
He said he had been in the busi- 
ness, with both stock and mutual car- 
riers, for forty years, that stock com- 
panies can compete with mutual car- 
riers, and that if the public wants 
mutual insurance, the obligation is to 
the public. He held that stock com- 
panies wish to be free to cut rates 
on risks that are in competition. 


Henry S. Moser, Chicago, presi- 
dent of the National Association of 
Independent Insurers and its repre- 
sentative on the Insurance All-Indus- 
try Committee, defended the bills 
strongly. He took up the objections 
which had been made by the op- 
ponents of the measures, and by cit- 
ing the actual provisions made in the 
bills, indicated that the opponents 
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were not too familiar with them. He 
said that his own company, although 
an independent, had made the great- 
est progress in Texas, where regula- 
tion is strictest. He contended that 
the model bills represent the actual 
minimum of regulation which will. be 
required to meet the Federal govern- 
ment’s ideas. He expressed his con- 
viction that the right to cut rates to 
meet competition, the position advo- 
cated by E. C. Stone, is the best way 
to destroy competition of the smaller 
companies, since the use of this “loss 
leader” technique would lead to rate 
wars in which only the larger and 
stronger companies could survive. 
The suggestion that only companies 
members of bureaus be subject to rate 
regulation he dismissed as imprac- 
tical, pointing out that under such a 
plan the bureaus would soon have no 
member companies. 


Important though it was, the action 
on rate regulatory bills was not the 
only action taken at the meeting of 
the National Association of Insurance 
Commissioners. Among other devel- 
opments were: 


Adoption of the report of the 
Blanks Committee, including Sched- 
ule M which requires the reporting 
of certain expenses by fire insurance 
and casualty insurance companies. 


Decision to try out a suggested 
formula to better the quality of ex- 
aminers and conduct of convention 
examinations; a sub-committee will 
prepare a manual for examiners 
which will be submitted at the De- 
cember meeting. A method of con- 
ducting examinations of fire insur- 
ance and casualty insurance under- 
writing syndicates was approved. A 
committee will submit a plan for in- 
tegrated examinations of fire insur- 
ance and casualty insurance interstate 
rating bureaus. 


Adoption of a resolution on securi- 
ties valuations for 1946 statements. 


Approval of the naming of a com- 
mittee to go into uniform classifica- 
tion of accounts legislation for fire 
insurance and casualty insurance or- 
ganizations. 


Approval of a new uniform sta- 
tistical plan of classified fire insur- 
ance experience, of a non-profit med- 
ical service law, and of increases in 
contingency reserves of hospitaliza- 
tion insurers. 


As had been anticipated, Superin- 
tendent of Insurance Robert E. Di- 
neen of New York was chosen presi- 
dent of the National Association of 
Insurance Commissioners for the 
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coming year. Commissioner of Insur- 
ance Seth B. Thompson of Oregon 
was named vice-president, and Com- 
missioner of Insurance Jess G. Read 
ot Oklahoma was re-elected once 
more to the post of secretary-treas- 
urer. Insurance Commissioner J. Ed- 
win Larson of Florida was chosen 
chairman of the Executive Commit- 
tee. 


I-xecutive Committee members at 
large selected were: Commissioner of 
Insurance William P. Hodges, North 
Carolina; Insurance Commissioner 
Maynard Garrison, California; and 
Director of Insurance N. P. Parkin- 
son, Illinois. Zone representatives 
chosen as members of the Executive 
Committee were: Zone 1, Insurance 
Commissioner W. Ellery Allyn, Con- 
necticut; Zone 2, Commissioner of 
Insurance Gregg L. Neel, Pennsyl- 
vania; Zone 3, Secretary of State and 
Insurance Commissioner Wade O. 
Martin, Jr., Louisiana; Zone 4+, Com- 
missioner of Insurance David A. 
Forbes, Michigan; Zone 5, Commis- 
sioner of Insurance Luke J. Cava- 
naugh, Colorado; Zone 6, Commis- 
sioner of Insurance Oscar W. Carl- 


son, Utah 


Zone chairmen named were: Zone 
1. C. A. Gough, Deputy Commission- 
er of Insurance, New Jersey; Zone 2, 
Commissioner of Insurance George 
A. Bowles, Virginia; Zone 3, Super- 
intendent of Insurance Owen G. 
Jackson, Missouri; Zone 4, Commis- 
sioner of Insurance David A. Forbes, 
Michigan; Zone 5, Life Insurance 
Commissioner George B. Butler, 
Texas; Zone 6, Commissioner of In- 
surance Seth B. Thompson, Oregon. 


The Commodore Hotel, New York 
City, was chosen as the site for the 
1946 midwinter meeting, which will 
be held December 9-11. 


HE one full-scale formal address 

of the convention was that deliv- 
ered by Commissioner of Insurance 
James M. McCormack of Tennessee, 
retiring president of the National As- 
sociation of Insurance Commission- 
ers. 


“Our first responsibility is to etfec- 
tively regulate the insurance business 
so that private enterprise may render 
proper service to the people,” he de- 
clared. “We must maintain the in- 
surance business in America on a 
basis of private enterprise and op- 
pose competition from any unit of 
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government, whether it be State or 
Federal. The American insurance 
industry has performed an _ excel- 
lent job with only rare exceptions, 
and we may expect it to perform 
well in the future. The answer as 
to the future of private insurance 
will be based upon the findings of the 
public as to the efficiency of insurance 
operating under a system of private 
enterprise, and the effectiveness of 
regulation by the various states. Each 
of us knows that private enterprise is 
more efficient than Federal subsidy 
or operation. 


“T would not condone any prac- 
tice contained under the exceptions 
of Public Law 15, but I consider the 
dual supervisory loophole to such ex- 
ceptions as unfortunate and unwise. 
Public Law 15 is helpful, and I trust 
no additional Federal legislation will 
he necessary. Like all compromise, it 
is not perfect. It recognizes state reg- 
ulation and taxation of the insurance 
business. I call your attention to the 
fact that Public Law 15 already places 
the Federal government in the busi- 
ness of regulating insurance to the ex- 
tent that it is not effectively regulated 
by the various state governments. 
Some people think the Federal Trade 
Commission Act is broad enough un- 
der the present law to attempt to reg- 
ulate unless the job is done effectively 
by the states. The inclusion of the 
Federal Trade Commission is particu- 
larly objectionable, and I think this 
exception is a threat of dual super- 
vision that would be the delight of 
the typical Washington bureaucrat, 
whether he be Democrat or Repub- 
lican.” 


Commissioner McCormack sum- 
marized briefly a number of recom- 
mendations which He had made pre- 
viously upon topics of general insur- 
ance interest. He held that policy 
contracts that render no worthwhile 
service to the public and whose sole 
purpose is to create premium income 
with no fair hazard assumed by the 
company should be eliminated by state 
legislation. Even under the excuse 
of uniformity legislation that would 
reduce fair competition or discourage 
new forms and types of coverage 
should be avoided. Legislation that 
would favor interlocking director- 
ates, group management or interlock- 
ing ownership of insurance compan- 
ies should be discouraged, with some 
elasticity to permit underwriting of 
multiple line business. The various 
state Insurance Commissioners should 
recommend with no reservations to 
their Governors and legislatures only 
the passage of rating bills as recom- 





mended by the National Association 
of Insurance Commissioners. No 
state legislation should prevent the 
economic non-discriminatory rating 
of risks. No preference should be 
given to risks of a multiple location 
or interstate nature over risks of sim- 
ilar experience as to loss and expense 
factors that may not be classified as 
either multiple location or interstate 
in nature. The advisability of recom- 
mending a more extended use of the 
coinsurance clause as applied to dwell- 
ings, particularly in highly-protected 
areas, should be studied. 


Keeping of proper statistics by in- 
surance companies and insurance de- 
partments should be encouraged, es- 
pecially as to earned premiums and 
incurred losses by each type of policy 
form and each rating territory. State 
laws should be reviewed to see that 
ample capital structure is provided for 
each separate type or class of business 
written. State laws should be amend- 
ed to provide for multiple line insur- 
ance. 


State insurance departments should 
cooperate with national and state safe- 
ty and fire prevention campaigns, and 
cooperate with engineering depart- 
ments of insurance companies, includ- 
ing such matters as investigation of 
arson and fraudulent claims. State 
laws should be reviewed to prevent 
monopolies, including organization of 
insurance companies to principally 
write business controlled by its stock- 
holders or their affiliates. Uniform 
acts pertaining to hospital and med- 
ical service insurance should be 
recommended. 


After discussing the proposal that 
the National Association of Insurance 
Commissioners set up a central office, 
Commissioner McCormack went into 
considerable detail in recommending 
greater attention to zone meetings, 
and to improving the caliber of insur- 
ance department personnel. 


“The only successful way to com- 
bine the best of the individual 
thoughts of the various state Insur- 
ance Commissioners is for each of 
the committees appointed for a par- 
ticular purpose to hold meetings,” he 
said. “Meetings should be called and 
discussions held even though nothing 
appears on the agenda, as it is only by 
study and exchange of ideas that 
worthwhile matters can be placed 
upon the agenda for consideration. 
Members of committees should read 
the proceedings of the past several 
conventions. 
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“Several of my predecessors have 
made recommendations to encourage 
greater interest in zone meetings of 
the Commissioners. I make the sug- 
gestion that it might be worthwhile 
for us to limit our meetings to the 
June meeting. The December meet- 
ing could be limited to two-day ses- 
sions in each of the zones in a place 
of their own selection at the same 
time that we would have held the ad- 
journed meeting. I know there will 
be no objection to this recommenda- 
tion, and properly so, as the two meet- 
ings of the Association in June and 
December are most helpful. I believe 
however that we could get along with 
one meeting a year and do far better 
work if the zones carried out a regu- 
lar convention routine, and discussed 
all matters pertaining to the Associa- 
tion within their zones, so that they 
would be better prepared to make 
their decisions at the annual meeting. 
I suggest that these zone meetings not 
be limited to local affairs, but that 
they fully cover all of the aspects of 
the National Association. 


“A counter-proposal might be made 
to my suggestion that we carry out 
the zone meetings and still have the 
semi-annual meetings. I am fearful 
that the zone meetings, together with 
semi-annual meetings, would interfere 
too greatly with the routine work of 
the various departments. Having to 
make a choice, I would prefer that 
each of the zones have a two-day ses- 
sion to talk over all of their family 
affairs in their own home atmosphere 
in preference to having the semi-an- 
nual national meetings. Our zone 
meetings that have been held are in no 
event sectional meetings, and have not 
promoted any sectional feelings. They 
allow the various departments to more 
freely exchange their ideas with their 
neighboring states that understand 
their problems better. They do not 
have this opportunity to the same de- 
gree in the much larger national meet- 
ing. Even though we do not replace 
our December meeting with the zone 
meetings, I would like to have some 
plan of operation to encourage defin- 
ite meetings of the zones at places of 
their own selection at the same time 
throughout the United States. The 
proceedings of zone meetings should 
he filed with the secretary of the Na- 
tional Association and made a part of 
the proceedings of the convention, 
subject to the definite approval of the 
convention in any national matters 
recommended by them. This would 
be an excellent means of developing 
ideas straight from the grass roots, 
and such a procedure would be in the 
public interest. 
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JAMES M. McCORMACK 
The Association's retiring President 


“T appeal to each of the individual 
state insurance departments to exam- 
ine its own house to see if it is in 
proper order. I made a talk before 
the last meeting of the American Life 
Convention in Chicago, the subject of 
which was recommending reasonable 
uniform legislation for the qualifica- 
tion of Insurance Commissioners, 
deputies, examiners and_ actuaries, 
and standardizing the laws outlining 
the organization of the state depart- 
ments of insurance. Commissioner 
Garrison of California, chairman of 
the Laws and Legislation Committee, 
recently sent a questionnaire to each 
of the state insurance departments 
pertaining to the highlights of the 
recommendations made. The state 
insurance departments in many cases 
have reached a high pinnacle of effi- 
ciency, and it may not be necessary 
for every state insurance department 
to reorganize its affairs. It is timely, 
however, that each department exam- 
ine its affairs to see if it is up to a 
reasonable standard of efficiency. We 
cannot attempt to effectively regulate 
the business of insurance if we can- 
not effectively regulate our affairs in 
the insurance department. 


“We must have reasonable author- 
ity and must be staffed with compe- 
tent Commissioners, deputies, exam- 
iners, actuaries and clerks if we are 
to efficiently carry out the heavy re- 
sponsibilities now placed upon us. It 
makes no difference if Commissioners 
are elected, appointed, or selected by 
any means that are satisfactory to 
each particular state. No plan has a 
monopoly upon efficiency, but I in- 
sist that no department can be com- 
petent unless it is staffed with per- 
sonnel having a superior knowledge 
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of the insurance business. I would 
not require that only people of par- 
ticular insurance training be employed 
in insurance departments, but for the 
purpose employed, they should be 
competent and have a superior know- 
ledge of the matters they are attempt- 
ing to regulate. 


“Of course, there are many angles 
of the insurance business. Employees 
passing upon legal matters should be 
highly competent in the law, and it 
would be preferable if they had spe- 
cialized in insurance law. Employees 
passing upon the soundness of secur- 
ities should be primarily grounded in 
the securities business, and have a 
reasonable knowledge of the insur- 
ance business. If they have no other 
duties it might not be necessary that 
they have a great amount of ground- 
work in the insurance business. A 
knowledge of securities as particularly 
applied to the investments of insur- 
ance companies would be superior to 
a knowledge of the securities business. 
The main point of my recommenda- 
tions is to be efficient, and it will be 
up to each state to determine how to 
reach this point of efficiency. Certain- 
ly we must have executives in the 
department, whether they be the Com- 
missioners or the deputies, who know 
something about the business of in- 
surance that they are attempting to 
regulate. 


“It makes no difference how com- 
petent a man is in his chosen pro- 
fession. If he has no knowledge of 
the insurance business he is an ama- 
teur. When turned loose with the 
heavy responsibility of regulating in- 
surance affairs, he will probably slow 
up the affairs of regulation even 
though he avoids an open bungling of 
the job. I still am a ‘states rights’ 
man and believe that any state that 
wants to join up with old lady O’- 
Leary, who chose,to kiss the cow, has 
that privilege. Many fine Commis- 
sioners who have made excellent rec- 
ords have been appointed with no 
particular background of insurance 
knowledge. I believe they will agree 
that their work was much harder be- 
cause they lacked a sufficient know- 
ledge of the insurance business. After 
they have served a year or two. they 
gained at least the reasonable know- 
ledge that is necessary to be compe- 
tent. I trust that each of us will 
reach a decision on this important 
matter, and vote regardless of past 
background for a definition of effi- 
ciency in the appointment of insur- 
ance department personnel that will 
best serve the policyholders of our 
various states.” 
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The Prudential and Robertson Cases 


By NICHOLAS S. KIEFER 


WO cases decided by the 

United States Supreme Court 

on June 3, 1946, are the first 
in which the court has dealt with 
questions growing out of the decision 
that interstate insurance is interstate 
commerce. The cases are: Prudential 
Insurance Company v. Benjamin, 
dealing with premium taxes, and Rob- 
ertson v. California dealing with the 
licensing of insurance agents and 
companies, 


In June, 1944, the court rendered 
its decision in the South-Eastern Un- 
derwriters Association case, in which 
it abandoned its long-standing posi- 
tion that insurance is not commerce. 
Because interstate commerce has had 
a certain amount of protection against 
discriminatory state and local taxa- 
tion, the insurance business has been 
awaiting the Supreme Court’s deci- 
sion in the case involving state premi- 
um taxes with something more than 
ordinary interest. 


Section 8 of Article I of the United 
States Constitution contains a rather 
long list of subjects which are or may 
be the sole concern of the U. S. Con- 
gress. What is generally referred to 
as the “commerce clause” reads: 


“The Congress shall have power— 
* * * 
“To regulate commerce with foreign 
nations, and among the several States, 
and with the Indian tribes.” 


Obviously the commerce clause it- 
self states no rule to serve as a guide, 
either to the states or to persons en- 
gaged in interstate commerce, as to 
what regulation and taxation may be 
properly placed on interstate enter- 
prises by the states. The lines be- 
tween Federal and state power and 
the scope of the state authority have 
been delineated by the Supreme Court 
through the medium of decisions in 
cases submitted to it. The opinion of 
the court in the tax case handed down 
on June 3, stresses the fact that the 
Supreme Court has decided over a 
long period of years a large number 
of cases under the commerce clause, 
and that from time to time the deci- 
sions have been influenced by the pre- 
vailing national policy. 


It is unquestionably true that the 
governmental and economic philoso- 
phies of the members of the court at 


any given time have left their marks 
on the court’s decisions. During some 
periods more than others, decisions 
manifest an adherence to prevalent 
policies which has been of sufficient 
strength to cause abrupt changes in 
the law. 


The facts in the case of Prudential 
Insurance Company v. Benjamin, In- 
surance Commissioner of South Caro- 
lina, are extremely simple. The laws 
of South Carolina levy a premium 
tax on the South Carolina business of 
foreign life insurance companies. No 
such tax is levied on the South Caro- 
lina business of domestic life insur- 
ance companies. The Prudential ob- 
jected to paying the tax on the ground 
that, because the tax discriminated 
against foreign companies, it consti- 
tuted an undue burden on interstate 
commerce in violation of the com- 
merce clause. The U. S. Supreme 
Court sustained the validity of the 
South Carolina tax. 


The court bases its decision square- 
ly on the McCarran Act (Public Law 
15). Sections 1 and 2(a) read as fol- 
lows 


“Section 1. The Congress hereby 
declares that the continued regulation 
and taxation by the several States of 
the business of insurance is in the pub- 
lic interest, and that silence on the 
part of the Congress shall not be con- 
strued to impose any barrier to the 
regulation or taxation of such business 
by the several States. 

“Section 2(a). The business of in- 
surance, and every person engaged 
therein, shall be subject to the laws 
of the several States which relate to 
the regulation or taxation of such busi- 
ness.” 

In the opinion of the court: “Ob- 
viously Congress’ purpose was broad- 
ly to give support to the existing and 
future state systems for regulating 
and taxing the business of insurance.” 
It is asserted that “Congress must 
have had full knowledge of the na- 
tionwide existence of state systems of 
regulation and taxation; * * * and of 
the further fact that many, if not all, 
include features which, to some ex- 
tent, have not been applied generally 
to other interstate business,” and that 
Congress adopted a policy which ap- 
proves the continued operation of 
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state laws as they were enforced prior 
to the South-Eastern Underwriters 
Association decision. 


The court indicates that it is not 
announcing that all state insurance 
regulatory and tax laws are constitu- 
tional. The decision is limited to hold- 
ing that the South Carolina tax laws 
are constitutional because of the Mc- 
Carran Act even though “we (the 
court) assume that the tax would be 
discriminatory in the sense of Pru- 
dential’s contention,” and that all of 
Prudential’s business in South Caro- 
lina was interstate commerce. 


To Prudential’s chief argument 
that many decisions of the United 
States Supreme Court have held that 
discriminatory state taxes on inter- 
state commerce violate the commerce 
clause of the Constitution, although 
Congress has taken no action at all, 
the court answers that the enactment 
of the McCarran Act makes it un- 
necessary to consider such cases. 


The court considered the argument 
that because Congress is without 
power to levy discriminatory excise 
taxes, Congress could not approve of 
state laws which do what the Consti- 
tution forbids Congress to do. The 
argument was rejected on the ground 
that Congress had not adopted the 
state tax law as its own. 


The opinion states that under the 
commerce clause Congress may dis- 
criminate between interstate and local 
business, except as restricted by the 
Constitution in other provisions there- 
of. 


It was held that the McCarran Act 
involves no unconstitutional delega- 
tion of power by Congress. The judg- 
ment of the South Carolina Supreme 
Court was affirmed. 


The Prudential case is of great in- 
terest to the insurance business be- 
cause it decides a question which was 
high on the list of problems raised 
by the Supreme Court’s earlier deci- 
sion that interstate insurance is inter- 
state commerce. The court’s present 
pronouncement of the doctrine that 
discriminatory state taxes against in- 
terstate insurance companies do not 
violate the commerce clause of the 
Constitution sets at rest the argu- 
ments which revolved about that ques- 
tion. 
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’ The Supreme Court did not fail 
to discuss the Prudential’s chief de- 
fense to the payment of taxes which 
discriminate against interstate com- 
merce, but it did not decide the case 
on the logic of its discussion. As has 
been stated above, the court consider- 
ed that the McCarran Act (Public 
Law 15) has sufficient force to make 
discriminatory state taxes on inter- 
state insurance companies valid under 
the commerce clause. 


The main argument of the Pruden- 
tial was: During the many years that 
insurance was held to be not interstate 
commerce the company was compelled 
to pay taxes in South Carolina which 
discriminated against the Prudential 
and in favor of South Carolina com- 
panies. The Supreme Court rendered 
its decision in the South-Eastern Un- 
derwriters Association case in June, 
1944. From that time forward the 
Prudential was engaged in interstate 
commerce, and so was entitled to the 
immunity from discriminatory state 
taxation which the Supreme Court 
has granted in many cases involving 
interstate commerce. 


There have been numerous cases 
over a long period of time in which 
the Supreme Court has held that the 
fact that Congress has the power to 
regulate interstate commerce is of 
itself a sufficient warrant for the 
court to strike down state taxes which 


discriminate against interstate com- ' 


merce, as being violative of the com- 
merce clause. Briefly, the court’s po- 
sition in such cases has been that 
taxes which burden interstate com- 
merce are in derogation of the ex- 
clusive right of Congress to regulate 
interstate commerce, and that any dis- 
criminatory tax was necessarily a bur- 
den on interstate commerce. The 
court has been sometimes more and 
sometimes less inclined to strike down 
state taxes on interstate commerce, 
but in cases involving discriminatory 
state taxes the decisions of the court 
have been quite consistent on the side 
of unconstitutionality. The fact that 
interstate commerce cases have shown 
the influence of prevalent national 
policy was stressed by the court and 
has been mentioned above. In the 
Prudential case the court in a sense 
backed away from the theory that an 
implied prohibition is present in the 
commerce clause. This has been the 
basis of the earlier decisions on which 
the Prudential relied in the main. 


The opinion of the court argues 
against the idea that the commerce 
clause, of its own force, forbids dis- 
criminatory state taxation. The opin- 
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ion presents the theory that Congress 
has the power to regulate any and all 
interstate commerce, but until Con- 
gress affirmatively acts to regulate a 
particular field in interstate commerce 
whether by taxation or otherwise, the 
states are relatively free in the field— 
at least so free that discriminatory 
taxes are not unconstitutional in 
every case. 


Although the Prudential case was 
decided on the assumption that the 
South Carolina tax is discriminatory, 
the opinion of the court mentions that 
the Prudential did not claim to have 
suffered handicaps tending to exclude 
it from competition with South Caro- 
lina domestic life insurance compan- 
ies. The court notes that the Pruden- 
tial operated successfully in South 
Carolina while bearing the tax. Whe- 
ther the Supreme Court would have 
rendered a different decision, if it 
had believed that the discrimination 
was more burdensome, does not clear- 
ly appear from a reading of the 
court’s opinion. The reference to the 
Prudential’s ability to succeed in spite 
of the discriminatory tax may be 
taken, either as an indication that the 
court may reach a different conclu- 
sion if it believes that a state tax or 
regulation involves interstate insur- 
ance companies in greater hardships, 
or as criticism of the Prudential for 
bringing the matter to the court. 


The opinion shows some impatience 
with those who consider that its de- 
cision in the South-Eastern Under- 
writers Association case was “prece- 
dent smashing” and is the cause of 
serious unsettlement in the field of 
insurance taxation and regulation. 


OBERTSON v. California is a 

criminal case. The defendant 
was convicted of acting as an insur- 
ance agent without a license and of 
representing an unlicensed insurance 
carriers in California. He was fined 
$100 on each count. 


The defendant contended that the 
requirement that he secure a license 
to act as an agent for an insurance 
company engaged in interstate com- 
merce violates the commerce clause of 
the Constitution, and that the setting 
up by California of financial require- 
ments which the company he repre- 
sented could not meet was likewise a 
violation. 


On June 3 the United States Su- 
preme Court affirmed the judgment 
of the California court. The opinion 
of the Supreme Court upholds the 
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power of a state to require that per- 
sons engaged in selling insurance in 
interstate commerce comply with li- 
censing regulations designed and reas- 
onably adapted to protect the public 
from fraud, misrepresentation, in- 
competence and sharp practice. Inso- 
far as the agent’s license part of the 
case was concerned the court took the 
view that the regulations were not ex- 
clusory, nor discriminatory, and not 
in conflict with any policy or act of 
Congress. 


As to the inability of the insurance 
company represented by Robertson to 
become licensed in California, the 
court held that a state may prescribe 
minimum financial requirements for 
insurance companies. The company 
in this case was a mutual benefit life 
association domiciled in Arizona. The 
California laws provide that subse- 
quent to January 1, 1940, no life in- 
surance company, domestic or for- 
eign, may be licensed to transact busi- 
ness in California except on a legal 
reserve basis, and the company must 
be in possession of minimum financial 
resources set out in the law. However, 
mutual benefit life associations, do- 
mestic and foreign, which had been 
licensed in California prior to 1940 
were permitted to continue to operate. 


The opinion of the Supreme Court 
states that the California laws are 
nondiscriminatory. There is no ob- 
jection to the fact that California has 
drawn a line (January 1, 1940) which 
operates on domestic and foreign 
companies alike. Thus the court dis- 
poses of the contention that it is dis- 
criminatory for California to refuse 
a license to a foreign mutual benefit 
life association while permitting Cali- 
fornia associations to operate. 


The court rests its decision entirely 
on the proposition that there is pub- 
lic necessity for regulation of insur- 
ance agents and insurance carriers, 
that the California regulations are 
reasonable and _ nondiscriminatory, 
and that no policy or act of Congress 
regulating interstate commerce has 
been infringed. 


The court does not rest its decision 
on the McCarran Act (Public Law 
15), because the acts which led to 
Robertson’s conviction were comrnit- 
ted before it was enacted. The court 
uses the McCarran Act to support 
its conclusion that congressional pol- 
icy subsequent to the South-Eastern 
Underwriters Association decision 
was not adverse to the California reg- 
ulations. 
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‘UNDERWRITING AND TECHNICAL PROBLEMS OF 
INLAND MARINE AND AVIATION INSURANCE 


bg W.H.RODDA 





PROSPECTS OF THE 
NON-SCHEDULED AIRLINE 


LARGE proportion of the 
three hundred or more new 
airlines which have been set up 


in the United States since V-J day 
are business ventures of returning 
veterans. These “airlines” vary all 
the way from the individual pilot 
who buys himself a small plane, to 
incorporated owners of fleets, some 
of which include four engined C-54 
giants. 


The Federal government has dis- 
posed of more than 16,000 flyable 
planes since it began disposal of sur- 
plus equipment. About 10% of this 
number are types suitable for cargo 
and passenger-carrying on a commer- 
cial scale. About half of the four 
hundred twin-engined transport 
planes, and a dozen or so four motor- 
ed C-54’s, have been sold to non- 
scheduled airlines. 


There is a definite distinction be- 
tween the “scheduled” and “non- 
scheduled” airlines. The scheduled 
airlines must receive an approval 
from the Civil Aeronautics Board 
for the establishing of definite routes 
on schedules which are to be adver- 
tised to the public. Rates of fare also 
must be approved by the Civil Aero- 
nautics Board. These scheduled air- 
lines must make detailed reports of 
passenger miles flown, airplane miles 
flown, and are subject to rigid oper- 
ating restrictions looking toward eco- 
nomic stability and safety to passen- 
gers and cargo. 


Up to the present time the non- 
scheduled operator has been permitted 
to operate almost at will, just as long 
as he met the basic safety require- 
ments applicable to all commercial 
aviation, and as long as he did not set 
up and hold out to the public a defin- 
ite schedule of operations. The divid- 
ing line between a scheduled and non- 
scheduled airline became rather thin 
at times and some of the non-sched- 
uled operators were running planes 
on a regular basis between two or 
more points. However, arrangements 


JouRNAL OF AMERICAN INSURANCE 


COVERAGE 


Deusted Lo 


for flight were still carried on under 
what was theoretically a charter basis. 
One of the non-scheduled operators 
came so close to scheduled operation 
that the Civil Aeronautics Board is- 
sued a cease and desist order on the 
ground that the operations were 
equivalent to those of a scheduled air- 
line. From the standpoint of an in- 
surance company covering the casu- 
alty and hull risks of airline operat- 
ors, there are two factors in which 
the non-scheduled airline may differ 
from the scheduled airline. The first 
is the question of economic stability 
and the second is that of safety. 


The non-scheduled operator has 
been permitted to set up in business 
entirely upon the basis of his own 
business judgment. He did not have 
to prove the need for his service in 
the territory covered, nor did he have 
to show that he had the necessary 
financial backing and technical ability 
to operate the line successfully. It 
has been the apparent feeling of reg- 
ulatory authorities that these non- 
scheduled operators were pioneering 
in a new field and that they should be 
subject to a minimum of restriction. 
It would be unfortunate if some of 
them succumbed to bankruptcy, but 
this is the lesser of two evils, since 
excessive restriction would probably 
retard the entire industry. 


The problem of safety regulation 
has been a difficult one for the author- 
ities. Regular commercial operations 
in the aviation field are subject to 
present safety regulations. Any com- 
mercial operator is required to keep 
equipment in satisfactory shape, and 
is prohibited by the regulations from 
flying in what is obviously dangerous 
weather. Within the past few months 
there have been two accidents in 
which a number of passengers were 
killed in non-scheduled airline acci- 
dents, and this has made it appear to 
the public that additional regulations 
may become advisable. A plane oper- 
ating between Miami, Florida, and 
Rochester, New York, crashed at the 
Washington, D. C. airport after en- 
gine failure on a takeoff, and several 
people were killed. Just a few weeks 








ago another chartered plane crashed 
near Richmond, Virginia, with a loss 
of twenty-eight lives. This crash oc- 
curred in questionable weather and 
faulty engine performance is again 
listed as a possible contributing cause. 


Finally, as a result of the pressure 
resulting from these accidents and 
partly as a result of normal develop- 
ment, the Civil Aeronautics Board 
has been stepping into the field of 
non-scheduled operation with increas- 
ed regulation. Recently the Civil 
Aeronautics Board has requested op- 
erating statistics from non-scheduled 
lines and has required the filing of 
tariffs and rates for cargo and pas- 
sengers. Economic stability ties in 
closely with safety because there are 
operators who will take a chance on 
maintenance when there are insuffi- 
cient funds for proper maintenance. 


The carrying of freight and other 
cargo by the non-scheduled airplane 
operator has reached large propor- 
tions. It is believed that the non- 
scheduled operators are now carrying 
more than half of the total air freight. 
Fruit, vegetables, flowers and other 
produce are being hauled from Flor- 
ida to New York, and from Texas to 
the Chicago area. There has also been 
considerable produce hauling across 
the Rocky Mountains from Southern 
California into mid-western and even 
eastern cities. 


Competition from these indepen- 
dent operators has resulted in a re- 
duction of rates for air freight from 
60c per ton mile two years ago to be- 
tween 15c and 20c per ton mile today. 
The question is asked immediately 
whether the independent operator can 
exist on rates of 15c and 20c per ton 
mile whereas the scheduled airlines 
charged 60c per ton mile two years 
ago. The independent operator has 
certain advantages over the scheduled 
operator. The independent can fly 
into areas of crop production and then 
directly to his market. The scheduled 
air carrier, on the other hand, must 
stick to his regular route and cannot 
vary his route with the season and the 
demand. This is a comparable situa- 


(Continued on page 28) 
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240, OBJECT TO ARGENTINE DECREE. There has been an 
appeal to the United States Department of State by a 
number of United States insurance underwriters for 
assistance in having withdrawn a decree published 
on May 30 by the Argentine Government. Features of 
the decree are: that foreign insurance companies 
are subject to a tax of 16.8% of their premium in- 
come; neither Argentine exports nor imports may be 
insured by foreign companies; important fire risks 
are to be insured only by Argentine national com- 
panies; a reinsurance institute is to be formed by 
Argentine national companies, local reinsurance 
companies being liquidated and their portfolios 
absorbed by the Institute; Argentine national con- 
panies can freely exchange reinsurance with one an- 
other, but cede to foreign carriers only such 
amounts as the latter retain for their own account 
and provided that the foreign companies warrant to 
reciprocate with the same amount of reinsurance 
premiums each year; foreign companies must reinsure 
30% of whatever business they write with the Insti- 
tute; and insurance outside Argentina is prohibit- 
ed, penalty for infraction being 25 times the 
premium. The National Foreign Trade Council has 
revealed that on June 18 it protested formally to 
the State Department on the ground that the general 
tenor of the decree, if enforced, is highly preju- 
dicial to American commercial, investment and in- 
surance interests. Reports from Buenos Aires in- 
dicate that the Peron government, because of criti- 
cisms, may modify the provisions. 





241. ARKANSAS MUTUAL AGENTS ELECT. W. M. Ritter, 
Little Rock, was elected president of the Arkansas 
Association of Mutual Insurance Agents at the or- 
ganization's first annual’ convention in Little Rock 
on June 1. Elmer Adams, Harrison, was named first 
vice-president and E. Walden Williams, Fort Smith, 
second vice president. 


242, PREMIUM TAX DECISION. The Supreme Court of 
the United States on June 3 upheld the right of 
states to tax out-of-state insurance companies. The 
Court, in a unanimous decision, affirmed the judg- 
ment of a lower court in the case of Prudential v. 
Benjamin, an action brought in South Carolina to 
test the constitutionality of the premium tax law 
of that state. It is understood that the decision 
will result in the dropping of similar actions which 
the Prudential had brought in a number of states. 





243, TENNESSEE AUTO DEALERS LICENSES. Licensing of 
104 Tennessee automobile dealers who had been re- 
fused permission by the State Insurance Department 
to sell insurance as agents for Motor Insurance 
Corporation of New York was upheld by Judge Weldon 
F. White of Davidson County Circuit Court on June 
3. The decision is said to have been based in part 
on the fact that Motor Insurance Corporation has 
been licensed to operate within the State for sev- 
eral years and that it has been charging the ap- 
proved rates since the establishment of a State Rat- 
ing Bureau. It has been announced that the case 
will be appealed immediately to the State Court of 
Appeals and issuance of the licenses will be with- 
held until such time as the matter is finally dis- 
posed of by the courts. 


244, STATE RIGHT TO REGULATE UPHELD. By a vote of 
six to one the Supreme Court of the United States 
on June 3 upheld the right of states to require in- 
surance agents to apply for and secure licenses be- 
fore selling insurance within the state. The Court 
made its decision in affirming the judgment of a 
lower court in the case of Robertson v. California. 














245. N.F.P.A. ELECTION. At the 50th Anniversary 
Meeting of the National Fire Protection Association 
held in Boston, June 3-7, Curtis W. Pierce, presi- 
dent, Factory Insurance Association, New York, was 
elected president of the organization for the com- 
ing year. Other officers include: Earl 0. Shreve, 
vice president, General Electric Company, New York, 
and John L. Wilds, president, Protection Mutual 
Fire Insurance Company, Chicago, vice presidents; 
Hovey T. Freeman, president, Manufacturers Mutual 
Fire Insurance Company, Providence, Rhode Island, 
secretary-treasurer; and George W. Elliott, Cham- 
ber of Commerce and Board of Trade, Philadelphia, 
chairman of the board of directors. 


246, INDEPENDENT ADJUSTERS ELECT. C. Bruce Lyle, 
Phoenix, Arizona, was elected president of the Na- 
tional Association of Independent Insurance Ad- 
justers at the organization's annual meeting in 
Philadelphia, June 6-8. Other officers elected 
include: Prentiss B. Reed, New York City, executive 
vice president; John C. Griswold, San Antonio, 
Texas, Secretary-treasurer; John Calhoun, Spartan- 
burg, South Carolina, vice president in charge of 
fire and allied lines; Herbert Rosenbush, Houston, 
Texas, vice president in charge of casualty and 
allied lines; and J. Chester Sneath, New York, vice 
president in charge of special lines. 





247, DINEEN NAMED COMMISSIONERS HEAD. Superintend- 
ent Robert E. Dineen of New York was elected presi- 
dent of the National Association of Insurance Com- 
missioners at the organization's 77th annual meet- 
ing held in Portland, Oregon, June 9-13. Seth B. 
Thompson, Oregon Commissioner, was named vice 
president and Commissioner J. Edwin Larson of Flor- 
ida was elected chairman of the executive commit- 
tee. Jess G. Read, Commissioner of Insurance of 
Oklahoma, was reelected secretary. It was decided 
to hold the mid-year meeting of the Association at 
the Hotel Commodore, New York City, December 9-11. 


248. KEMPER TREASURER REPUBLICAN COMMITTEE. James 
S. Kemper, Chairman of the Board of Lumbermens Mu- 
tual Casualty Company, Chicago, was elected treas- 
urer of the Republican National Committee at a 
meeting in Chicago on June 12. He succeeds Jouett 
Todd, Louisville, Kentucky, who resigned. 








249, TEXAS LICENSING REQUIREMENT. Attorney General 
Grover Sellers of Texas on June 13 ruled that all 
of the authorized capital stock, of foreign insur- 
ance companies must be fully paid before the conm- 
panies can obtain a license to do business in the 
State. The opinion was requested by George B. But- 
ler, Chairman of the Texas Board of Insurance Com- 
missioners. 


250. GESEN HEADS NEW ENGLAND MUTUALS. Carl G. Ge- 
sen, secretary, Manufacturers & Merchants Mutual 
Insurance Company, Concord, New Hampshire, was 
elected president of the Mutual Fire Insurance As- 
sociation of New England at the organization's an- 
nual meeting in Boston on June 19. Charles S. 
Hogan, secretary, Middlesex Mutual Fire Insurance 
Company of Concord, Massachusetts, and Harold K. 
Bartlett, president, Traders & Mechanics Insurance 
Company, Lowell, Massachusetts, were named vice 
presidents; and Edward D. Sirois was elected execu- 
tive secretary. 


251, FOUNDERS FIRE AND MARINE. A certificate of 
authority to transact fire, marine boiler and ma- 
chinery sprinkler, automobile, aircraft, team and 
vehicle insurance was granted the Founders Fire and 
Marine Insurance Company on June 20 by Insurance 
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Commissioner Maynard Garrison of California. The 
company is capitalized for $1,000,000, with $3,- 
000,000 surplus. 


252, AMERICA FORE CHANGES. Bernard M. Culver on 
June 21 was elected chairman of the boards and Frank 
A. Christensen was named president of the companies 
of the America Fore Group. The group is composed 
of the Continental, Fidelity-Phoenix Fire, Niagara 
Fire, American Eagle Fire, and the Fidelity and 
Casualty Company. 





253. VIRGINIA MUTUALS ELECT. John W. Rader of 
Troutville, Virginia, was elected president of the 
Virginia Association of Mutual Insurance Companies 
at the organization's annual meeting at Richmond. 
S. M. Huffman, Luray, was named vice president and 
John R. Rolston, Harrisonburg, was reelected secre- 
tary-treasurer. The 1947 meeting of the group will 
be held in Harrisonburg. 


254, INSURANCE LIBRARIANS. Newly elected officers 
of the insurance group of the Special Libraries 
Association are: president, Mrs. Evalyn S. An- 
drews, Insurance Library of Chicago; vice presi- 
dent, Elizabeth Ferguson, Institute of Life Insur- 
ance, New York; secretary, Ruth Parks, National 
Safety Council, Chicago; editor of insurance book 
reviews, Helen M. King, Provident Mutual, Phila- 
delphia. 


255, CARPENTER REELECTED. I. M. Carpenter, manager, 
Insurance Department, Ebasco Services, Inc., New 
York City, has been reelected vice president of 
the American Management Association in charge of 
the Insurance Division. 


256. ADOPT WAGE LIMITATION RULE. A rule setting a 
minimum of an average of $100.00 per week on all 
salaries and wages to be considered in calculating 
the premium for workmen's compensation insurance 
has been adopted by the National Council on Compen- 
sation Insurance and the Compensation Insurance 
Rating Board of New York. The proposed amendment 
to the manual, to become effective with respect to 
all payrolls earned on and after October 1, 1946, 
has been approved by Superintendent of Insurance 
Robert E. Dineen of New York. Necessary filings 
will be made by the National Council in the various 
states to become effective on the same date. 








257, MAY FIRE LOSS HIGHER. Preliminary estimates 
of the National Board of Fire Underwriters place 
May, 1946 fire losses at $46,094,000, an increase 
of 35% over May, 1945. Fire losses in the United 
States for the first five months of 1946 are up 
$43,765,000 over the corresponding period last 





year. Estimated fire losses by months: 
1945 1946 

aka manos $ 44,865,000 $ 49,808,000 
0 epee 41,457,000 51,759,000 
OL ES ee eae 40,876,000 53,252,000 
BONES: cv ansslndmeewarekas< 37,950,000 52,153,000 
SS eee ee 34,153,000 46,094,000 

RE. Sik eae ne ceheGes $199,301,000 $243,066,000 


258, PLATTS NEW PRESIDENT STANDARD ACCIDENT. R. H. 
Platts, vice president and director of the Standard 
Accident Insurance Company and its affiliate, Plan- 
et Insurance Company, has been named president of 
both carriers. He succeeds the late Charles C. 
Bowen. 





259, TEXAS TAX EQUALITY LEAGUE. The Federal Tax 
Equality League of Texas, soon to be incorporated, 
has named Alfonso Johnson, manager of the Dallas 
Insurance Agents Association, as its secretary. 
The League will be incorporated as a non-profit, 
educational group, to cooperate with the National 
Tax Equality Association in its efforts to obtain 
a more equitable collection of Federal taxes. The 
Texas office of the League will be in Dallas. 


260. JOERN RESIGNS. The resignation of 0. E. Joern 
as president of the Protective Fire Insurance Com- 
pany of Seward, Nebraska, and the election of Paul 
M. Colborn as his successor in office, has been an- 
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nounced. Mr. Colborn has been district supervisor 
for the Allied Mutual Casualty Company of Iowa. 


261. RISK RESEARCH INSTITUTE. At its annual meet- 
ing June 27 the Risk Research Institute elected to 
three-year terms as directors: A. P. Fornoff, Tide 
Water Associated Oil Co.; K. W. Fraser, J. P. 
Stevens & Co.; R. B. Gallagher, Philco Corp.; B. E. 
Kelley, S. B. Penick Co.; J. W. Marrin, Common- 
wealth and Southern Corp.; and L. H. Wiggers, Proc- 
ter & Gamble Co. Tae organization's legislative 
committee report opposed the model rate regulation 
bills recently approved by the National Association 
of Insurance Commissioners. 


262, OCCUPATIONAL TAX AFFECTS BROKERS. Insurance 
agents are exempt from the recently enacted Los 
Angeles ordinance which imposes a tax on business 
and professional occupations, according to an opin- 
ion by City Attorney Ray Chesbro. He based his opin- 
ion on the fact that agents hold direct authority 
from an insurance company. Brokers, he ruled, are 
subject to the tax because the insurance code de- 
fines the broker as a representative of the assured. 


263. McKELL HEADS INSURANCE COMMITTEE. W. E. Mc- 
Kell, first vice president of the American Surety 
Company and president of the New York Casualty Con- 
pany, has been appointed chairman of the insurance 
committee of the Chamber of Commerce of the United 
States. Mr. McKell has been a member of the conm- 
mittee for the last two years. 








264, RECIPROCAL SUBSCRIBERS NOT LIABLE. No con- 
tingent liability exists against members of a reci- 
procal exchange and their liability is fixed only 
by the contracts entered into with the exchange, it 
has been held by J. W. Delinant, Federal judge for 
the District of Nebraska. The court dismissed a 
$40,000 law suit begun by Virginia Meyers and others 
against twenty-five Nebraska members of the Public 
Underwriters, a reciprocal of Waco, Texas. 


265. NATIONAL BOARD COMMITTEES. John R. Cooney, 
president of the Firemen's Insurance Company of 
Newark, New Jersey, has been named chairman of the 
committee on laws of the National Board of Fire Un- 
derwriters for the 1946-47 year. Other committee 
chairmen are: W. A. Hebert, president, Springfield 
Fire and Marine Insurance Company, Springfield, 
Massachusetts, chairman, committee on fire preven- 
tion and engineering standards; H. W. Tomlinson, 
president, Agricultural Insurance Company, Water- 
town, New York, chairman, committee cn membership; 
and Everard P. Smith, manager, Norwich Union Fire 
Insurance Society, Ltd., New York, chairman of the 
committee on uniform accounting. 


266. NORTH CAROLINA MUTUAL AGENTS. Murray White, 
High Point, was elected president of the North Car- 
olina Association of Mutual Insurance Agents at the 
organization's annual meeting. Ed L. Bean, Char- 
lotte, and Edgar Towe, Wilson, were named vice 
presidents. 











267. REISS HEADS WASHINGTON MUTUAL FIRE. Edward J. 
Reiss has been elected president of the Washington 
Mutual Fire Insurance Association of Louisville, 
Kentucky, to succeed the late William E. Barth, Sr. 
He has been a director of the company since 1922 and 
served as a member of its finance committee and 
treasurer. 


268. LOUIS K. LIGGETT DIES. Louis K. Liggett, 71, 
past president and more recently chairman of the 
board of the United Mutual Fire Insurance Company, 
Boston, died June 5, at the Washington, D. C. home 
of one of his daughters. Mr. Liggett entered the 
drug business at 20 and in 1902 started the United 
Drug Company in Boston with the trade name "Rexall". 
In 1908 officers of the drug company organized the 
United Druggists Mutual Fire Insurance Company at 
Boston, and Mr. Liggett was elected president of 
the carrier. In 1918 the company's name was changed 
to United Mutual Fire Insurance Company. 








269. U._S. CHAMBER REFERENDUM. A referendum ballot 





is presently being submitted to the membership of 
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the Chamber of Commerce of the United States on the 
question of "proposed declarations of policy." The 
referendum contains 6 proposals on insurance mat- 
ters, set up by the organization's policy commit- 
tee for submission to the membership. Legislation 
to extend the government operated Social Security 
System to cover accident and health, hospitaliza- 
tion and medical care is strongly opposed. 


270. MATZKE RESIGNS. Stanley Matzke, Director of 
Insurance for the State of Nebraska has resigned, 
effective July 1, and will be succeeded by Don Hod- 
der, first assistant. Mr. Matzke, who was appoint- 
ed to the post in June, 1944, will become farm 
editor for the Nebraska State Journal. 


271. ALABAMA EXPERIENCE REPORTS. A call has been 
issued by the Alabama State Commerce Department's 
new insurance rating bureau for the filing of ex- 
perience reports by approximately 350 fire and cas- 
ualty insurance companies doing business in the 
State. Information requested includes a statement 
of premiums collected and losses suffered as a re- 
sult of claims paid. 


272. NEW MUTUAL LICENSED. A certificate of author- 
ity to write liability insurance against loss, ex- 
pense or liability by reason of bodily injury or 
death by accident, disability, sickness, etc. and 
to do a general mutual insurance business has been 
issued to the Merchants Mutual Casualty Company of 
Kansas City by the Missouri Insurance Department. 


273. CANADIAN FIRE LOSSES. Fire losses in Canada 
for May, 1946, totaled $4,182,710 as against $535,- 
806,010 for the same month last year. Losses for 
the first five months of this year were $28,263,455 
as compared with $18,071,275 for the same period 
in 1945. 


274, KENTUCKY RENEWAL PLAN. Companies writing term 
policies under the annual renewal plan in Kentucky 
have been instructed to collect 80% of the premium 
involved, rather than 75%, effective July 1, ac- 
cording to a ruling issued by Harry E. Wilson, In- 
surance Director of Kentucky. 


275, NATIONAL RESERVE ABSORBED. At special stock- 


holders' meetings oi the National Reserve Insurance 
Company in Chicago and the Dubuque Fire & Marine 
Insurance Company in Dubuque, Iowa, the agreement 
of consolidation as approved by the respective 
boards of directors on May 7, 1946, was sustained 
by an overwhelming vote. The consolidation became 
effective on June 30, 1946. The operation of both 
companies will be continued under the name of the 
Dubuque Fire & Marine Insurance Company. 








276, MAY TRAFFIC DEATHS. Traffic deaths in the 
United States during May, 1946, were 2,410, an in- 
crease of 36% over May, 1945, according to the Na- 
tional Safety Council. May deaths, however, were 21% 
below the same month in 1941, the last prewar year. 
The Council declared that the May drop from 1941 
is significant because it marked the first major 
break 1n the upward trend of tne traffic toll, which 
had been running neck and neck with the record-set- 
ting year of 1941. Traffic fatalities by months: 


1945 1946 Increase 
EE oie og Sr screenees 2,010 3,000 49% 
PI cc cviesialcwcreuiawieces 1,840 2,45 45% 
ee err tr 1,920 2,670 39% 
EE) cid ak ohoce ee arsiomiaiors er nees 1,800 2,650 47% 
an ceaad eel 1,780 _2,410 36% 
TON, ko aces eh Sve susieea wisi eraneea 9,350 13,180 43% 


277. CANADIAN SUPERINTENDENTS. The annual meeting 
of the Association of Superintendents of Insurance 
of Canada will be held at the Nova Scotia Hotel at 
Halifax, September 15-20. 


278, HOMER C. PARKER DIES. Homer C. Parker, who had 
served as comptroller general and ex-officio Insur- 
ance Commissioner of Georgia since 1936, died in 
Atlanta June 22 after an illness of several months. 
He had announced recently that he would not be a 
candidate for reelection. 
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279, INSURANCE WOMEN REELECT OFFICERS. The Nation- 


al Association of Insurance Women, meeting in an- 
nual convention at Atlanta, Georgia, reelected Mrs. 
Fern Anderson of St. Paul, Minnesota, as president 
of the organization. Other officers reelected by 
the convention included Miss Bertha Rachofsky, Den- 
ver, first vice president; Mrs. Florence McCaskie, 
New York City, second vice president; Miss Maida 
Piblado, Minneapolis, corresponding secretary; and 
Miss Helen Stomps, Rock Island, Illinois, treas- 
urer. Miss Helen W. Keith, Dallas, was elected re- 
cording secretary. 


280. ILLINOIS CASUALTY CARRIER. Incorporation of 
the American Farmers Mutual Insurance Company of 
Chicago, Illinois, has been announced. The mutual, 
formed with a guaranty capital of $500,000 and a 
guaranty fund of $500,000, was licensed by the 
Illinois Insurance Department June 7, 1946, to 
transact all casualty, fidelity and surety lines. 
It is expected the company will specialize in writ- 
ing casualty lines for farmers and will seek li- 
censes in other states. Officers are: chairman, 
James S. Kemper; president, H. G. Kemper; vice 
presidents, M. B. Weber, L. J. Bennett, W. R. Men- 
gelberg, and R. G. Rowe; treasurer, Mark Kemper; 
secretary-general counsel, Chase M. Smith. 


281. JOHN HOFFA DIES. John Hoffa, president of the 
Pennsylvania Millers Mutual Fire Insurance Company 
of Wilkes-Barre, Pennsylvania, died on June 25 
after a short illness. Funeral services were held 
at Wilkes-Barre on June 27. 


282, EWING GIVEN BROADER DUTIES. Esmond Ewing, 
vice president of Travelers Fire and Charter Oak 
Fire Insurance companies has been made vice presi- 
dent’ of Travelers Insurance Company and Travelers 
Indemnity companies and on July 1 will assume over- 
all administration of the three agency departments 
of the four companies and will coordinate their 
activities. 


283. COMMISSIONER HOBBS WILL RETIRE. Charles F. 
Hobbs, who has been Kansas Commissioner of Insur- 
ance since 1928, has announced that he is preparing 
to retire, and that he will not be a candidate for 
reelection. 


284, ARCHER HEADS BROKERS. Allen T. Archer, Los 
Angeles, was elected president of the National 
Association of Insurance Brokers, Inc., at the an- 
nual meeting of the directors in New York City June 
25. Other officers named were: John Longhorne, 
New York City, vice president; John B. Parker, Chi- 
cago, treasurer; and George M. Ort, New York City, 
secretary. 


285. COMPANIES WIN D. C. RATE CASE. The order di- 
recting reduction of fire and lightning insurance 
rates issued by Insurance Superintendent Albert F. 
Jordan of the District of Columbia was set aside 
June 26 by U. S. District Judge Alexander Holtzoff 
in Washington. The ruling held that the order had 
been issued without giving insurance companies do- 
ing business in the District of Golumbia a hearing, 
and without introduction of evidence by Superin- 
tendent Jordan to support the conclusions set forth 
in his order. 














286. E._E. WEHMAN DIES. E. E. Wehman, president of 
the Carolina Mutual Insurance company, and of the 
Merchants Mutual Fire Insurance company, Charles- 
ton, South Carolina, died there at the age of 80 
years after a long illness. 





287, MASSACHUSETTS MULTIPLE LINE LAW. Fire, Mma- 
rine, casualty and surety insurers having policy- 
holders' surplus of one million dollars will be 
permitted to write all forms of insurance except 
life in Massachusetts after August 9, 1946, conm- 
panies have been advised. 


288. MITCHELL NEW GEORGIA COMMISSIONER. William R. 
Mitchell was appointed comptroller general and In- 
surance Commissioner of Georgia on June 25, to suc- 
ceed Homer C. Parker, who died June 22. Mr. Mit- 
chell had resigned as a deputy last year, but had 
recently returned to the Georgia Insurance Depart- 
ment. 
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COMMISSIONERS—Association 23, 100, 


426. 227, 143, 179, 202, 212, 237, 234, 
247; California 141; Canada 8, 277; 
Georgia 288; Minnesota 192; Michigan 
207; Missouri 72, 199; Nebraska 270; 
New York 52, 109, 147, 152, 163; Ohio 
51; Wisconsin 165; Kansas 283. 


COMPANIES—Atlantic Mutual promo- 


tions 2, 63; reinsurance merger approval 
5; new Iowa mutual 9; insurance stores 
16; new Missouri mutual 34; Indiana 
medical plan 40; Agricultural Mutual 
changes 49; Druggists Mutual changes 
53; Michigan Shoe Dealers change 57; 
Threshermen’s Mutual changes name 67; 
Millers National changes 77; Indiana 
Lumbermens changes 82; Springfield F. 
& M. 95; new mutual carriers 107; Re- 
insurance Corporation changes 108; new 
California company 119; American Mu- 
tual changes and retirements 120, 155, 
160; Motorists Mutual changes 139; Mu- 
tual Implement promotions 150; LMC 
expands farm department 151; compa- 
nies sold 161; Founders Fire and Marine 
166, 251; InsurOmedic Life 201; merger 
approval 225; America Fore changes 
252; Standard Accident 258; Merchants 
Mutual Casualty Company, Kansas City 
272; National Reserve absorbed 275; 
American Farmers Mutual Insurance 
Company 280; Travelers 282. 


COURTS—Imputed negligence doctrine 


12; mutual dividend control 25; Ohio 
premium tax 35; Illinois premium tax 
37; joint mutual operation 50; Missouri 
rate case 113; compensation injured 
minor 137; Michigan comp. law 159; 
Nebraska compensation decision 195; 
licensing of auto dealers 219, 243; State 
Farm injunction 226; Pa. compensation 
decision 233; premium tax decisions 
242; state right to regulate 244; recipro- 
cal subscribers not liable 264; Compan- 
ies win D.C. rate case 285. 


DEPARTMENTAL RULINGS—N. Y. on 
“Appleton Rule” 7; N. Y. refuses “no 
claim credit’? 33; Nebraska auto liabil- 
ity 54; Texas approves policy 61; Ne- 
braska salary reports 62; N. Y. compen- 
sation investigation 64; deviation ap- 
proval powers 79; Missouri food lockers 
91; A. & H. loss ratios 110; Kansas hail 
reports 117; Canadian bond restrictions 
121; Mo. power of attorney 122; Pa. 
insurance charters 123; D. C. inland 
marine ruling 124; Illinois housing 131; 
N. C. ruling 183; N. Y. multiple-line 
ruling 191; D. C. approves installment 
premium 194; Maine PPF 203; Connec- 
ticut financed car ruling 213; licensing 
of auto dealers 219, 243; Mo. financed 
car ruling 222; Michigan replacement 
coverage 207; Texas licensing 249; Ala- 
bama experience reports 271; Ky. re- 
newal plan 274; Mass Multiple Line Law 
287. 


INDIVIDUALS-—Minskey retirement 1; 
Hannah death 29; Sirois appointment 
32; Donovan new general counsel 73; 
Sen. Radcliffe chairman 76; Sawyer re- 
sumes law practice 93; Mylod heads Pa- 
cific Fire 97; Cullen dies 109; Harwood 
heads marine groups 115; Kemper resig- 
nation 129; C. P. Rutledge dies 162; 
Falls retires 184; Charles C. Bowen dies 
188; Otto heads mutual casualty organ- 
izations 189; Schauffler resigns 197; 
Spottke promoted 198; Blackall joins 
fire company 206; Bowersock heads 
IMUA 223; Hardy retires 224; Christen- 
sen reelected 230; Cleaveland dies 232; 
Kemper treasurer Republican Committee 
248; Joern resigns 260; McKell heads 
insurance committee 263; Reiss heads 
Washington Mutual Fire 267; Liggett 
death 268; John Hoffa dies 281; Homer 
C. Parker dies 278; E. E. Wehman dies 
286. 


LEGISLATION — multiple line bills 46; 
Saskatchewan insurance 15; advertising 
regulation 172; Oregon auto fund 173. 


MEETINGS—A. & H. Conference 3; 
Truman Highway Safety Conference 14, 
94, 208; Pacific Underwriters 22, 215; 
NAIC committee meetings 23, 179, 202, 
212; N.F.P.A. 27; insurance teachers 31; 
All-Industry Committee meetings 36; 
101, 157; March meetings scheduled 38; 
hemispheric conference 56, 99, 210; 
Cooper heads Indiana mutuals 58; mu- 
tual agents meetings 65; Wisconsin mu- 
tual meeting 66; April meetings sched- 
uled 88; A.M.A. insurance conference 
96; Loss Managers 114; mutual casualty 
meeting 130; May meetings scheduled 
133; Zone 1 Commissioners meet 146; 
Purdue arson school 169; mutual engi- 
neers meeting 178; June meetings sched- 
uled 185; Pa. Insurance Days 205; Na- 
tional Assn. Insurance Agents 214; In- 
surance Advertising Conference 221; In- 
surance Accountants 229; Mutual 
Agents 238. 


MISCELLANEOUS — miner’s compensa- 
tion 10; fire prevention awards 15; hos- 
pital withdrawals 24; Nebraska Assigned 
Risks 26; Canadian bond restrictions 30; 
trafic scholarships 41; safety directory 
42; Toronto insurance coverage 44; fed- 
eral office to aid insurance 59; Saskatch- 
ewan auto fund 71, 92; social security 
hearings 84; Hartford city insurance 85; 
insurance education survey 98; Birming- 
ham insurance 106; Knoxville insurance 
coverage 45, 125; housing and fire safety 
134; French nationalization 138; termi- 
nate Cuban affiliation 154; Chamber 
radio program 156; traffic safety con- 
test 171; fire waste contest 174; New Or- 
leans insurance probe 181; Illinois re- 
sponsibility law 187; circus safety stand- 
ards 190; turkey losses heavier 193; 
Insurance Institute examinations 211; 
Philippine coverage 216; Canton ap- 
points U. S. manager 218; grain ele- 
vator safety controls 220; seek arson 


movie ban 231; extend compensation 
coverage 235; classification agreement 
237; Argentine decree 240. 


ORGANIZATIONS—NAIA 19, 148; In- 


surance Executives Assn. 121; traffic 
safety conference committee 43; Nation- 
al Assn. of Independent Adjusters 55, 
246; A.M.A. on medical care plans 69; 
National Bureau of C.&S. Underwriters 
73, 198; Ontario Insurance Agents 
Assn. 75, 164; Ohio Mutual Federation 
officers 83; Hall heads traffic committee 
89; All-Industry Committee meetings 36, 
101, 157; Texas Industrial Board 102; 
Protection Committee dissolved 112; 
N.F.P.A. 116, 245; American Bar Assn. 
132; Georgia mutual agents elect 136; 
Boyd heads Ohio Mutual Agents 140; 
Lemmon joins Independent Insurers 
144; Missouri agents retain Scheufler 
158; California plan 167; Blue Cross en- 
rollments 176; medical organization 
chartered 177; War Assets Agency 182; 
Assn. of C.&S. Executives 186; National 
Assn. of Mutual Casualty Cos. 189; Pa- 
cific Board reorganization 215; IMUA 
223; Insurance Society of N.Y. 224; 
Wisconsin medical plan 228; National 
Board of Fire Underwriters 230, 265; 
South-Eastern Underwriters Assn. 234; 
Arkansas Mutual Agents 241; Mutual 
Fire Insurance Assn. of N.E. 250; Vir- 
ginia Assn. of Mutual Insurance Cos. 
253; Special Libraries Assn. 254; Amer- 
ican Management Assn. 255; Texas Tax 
Equality League 259; U.S. Chamber 
269; National Assn. of Insurance Wo- 
men 279; Risk Research Institute 261; 
N. C. Mutual Agents 266; National 
Assn. Insurance Brokers 284. 


RATES—Arkansas 4; Texas 6; Michigan 


1; Rhode Island 18; District of Colum- 
bia 20, 111, 285; Va. 70, 217; furrier 
customers’ policy 74; Washington 80; 
burglary manual changes 81; Maryland 
rating bureau 86, 200; personal liabil- 
ity revisions 90; auto rates 103, 105, 
236; medical payments extension 180; 
model rating bills 239; wage limitation 
rule 256. 


STATISTICAL—1944 accidental deaths 


13; 1945 fire record 17; Canadian fire 
28, 60, 118, 227, 273; January fire 
losses 68; railroad fire losses 78; Febru- 
ary fire losses 104; February traffic 
deaths 128; 1945 fire premiums 145; 
large loss fires 149; Canadian auto 
losses 153; casualty premiums 168; 
March trafic deaths 170; March fire 
losses 175; April fire losses 209; May 
fire losses 237; May traffic deaths 276. 


TAXES—Ohio premium tax 35; Illinois 


premium tax 37; premium tax confer- 
ence 39; Canadian tax ruling 48; retal- 
iatory tax law fought 87; interest on 
overcharged taxes 142; premium tax re- 
fund claims 196; Oklahoma tax refunds 
204; premium tax decision 242; Texas 
Tax Equality League 259; occupational 
tax hits brokers 262. 
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Fire Lessons of the Air War 


HEN the subject of aerial 

warfare comes up nowadays 

there is room in few minds 
for thoughts of anything save the 
atomic bomb. And until extensive 
tests and wider dissemination of exact 
information concerning its possible 
limitations have dispelled the aura of 
scientific mystery surrounding it, 
there doubtless will continue to be 
public acceptance of the atomic bomb 
as a sort of supernatural force—a 
weapon of the future with potentiali- 
ties for destruction so great as to be 
beyond human comprehension. 





This widespread awe of the atomic 
bomb, naturally, tends to make any 
discussion of the weapons which ac- 
tually bore the brunt of winning the 
war seem almost frivolous. Yet in 
appraising the weapons of air war- 
fare which contributed much to the 
downfall of Germany and Japan it is 
unrealistic to forget that the role of 
the atomic bomb in overcoming the 
real war potential of the defeated na- 
tions was not the most important one. 
It was never employed against the 
European enemy. Its two employ- 
ments against Japan were decisive in 
ending the war quickly, as an indi- 
cation of what would happen were 
Japan to continue its efforts,’ but the 
groundwork for Japan’s military and 
industrial reduction already had been 
laid by less dramatic instruments of 
warfare. 


As the veil of military secrecy 
gradually lifts it becomes apparent 
that a force much more familiar than 
atomic fission, and humbler than high 
explosive, was largely responsible for 
wearing down Germany and Japan to 
the point where their economies no 
longer were capable of supporting a 
full-scale modern war effort. The 
force was fire, and the weapon was 
the incendiary bomb. 


Much has been filmed and written 
concerning the human factors in- 
volved and the military results 
achieved by the air war. Of almost 
as great interest, for those engaged 
in fire engineering, are the unemo- 
tional technical reports now becom- 
ing available from professional ob- 
servers who have studied the damage 
at first hand. As well-rounded a pic- 
ture as has been made public in this 
field was that developed at the recent 
Boston meeting of the National Fire 
Protection Association, in a session 
devoted to appraisal of the fire les- 
sons of the air war. 
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LONDON. Destructive effects of the great German air raids in the early years of the war can 
be seen in this 1941 view of London, taken from atop St. Paul’s Cathedral in the heart of the city 


Reporting were Horatio Bond, 
chief engineer of the National Fire 
Protection Association; Sir Aylmer 
Firebrace, chief of fire staff of the 
British National Fire Service; An- 
thony J. Mullaney, chief marshal of 
the Chicago Fire Department, who 
made inspections of European bombed 
areas ; Lieutenant Commander Orville 
J. Emory, of the United States Office 
of Chief of Naval Operations; and 
Major Forrest J. Sanborn, former 
Improved Risk Mutuals fire protec- 
tion engineer who saw service both 
in Europe and in the Pacific with the 
United States Strategic Bombing Sur- 
vey. As one of the first of the in- 
spectors who entered Japan after the 
cessation of hostilities Major San- 
born’s description of the results of 
fire warfare from the air was perhaps 
the most nearly comprehensive. 


“Warfare by fire from the sky 
reached its climax in the campaign 
conducted by the Twentieth Air Force 
against the Japangse homeland,” Ma- 
jor Sanborn asserted. “Seventy-nine 
major missions were directed against 
65 cities, involving 13,365 aircraft 
sorties which dropped 93,000 tons of 
incendiaries and 650 tons of high ex- 
plosive and fragmentation bombs. 
They caused nearly complete building 
destruction in a total area of 175 
square miles, practically all in the 
centers of the cities. The relative suc- 
cess of these major efforts resulted 
in the destruction of an average 45% 
of the 65 cities attacked.” 


It required 550 tons of bombs 
“dropped on targets” to bring about 
a square mile of nearly complete dam- 
age in Japan, as against 200 tons re- 
quired to effect 70% damage on Ger- 
man cities. Tokyo burned best of all 
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cities, a conflagration having devel- 
oped. 


“The type of incendiary bombs 
used in the Japanese urban attacks 
did not differ greatly from those used 
on Germany,’ Major Sanborn ex- 
plained. ‘In both cases emphasis was 
placed on the predominance of light 
missiles designed for expedient pene- 
tration and ignition of readily com- 
bustible material. The four-pound 
magnesium bomb constituted about 
70% of the incendiary bombs dropped 
on German cities, and the remaining 
30% was made up of larger oil-type 
bombs. In Japan the load was made 
up of about 50% small oil bombs, 
21% four-pound magnesium bombs, 
and the remainder large oil bombs. 
The greatest difference, however, was 
the makeup of the total bomb load; 
high explosive bombs constituted 50% 
of the load for German cities and less 
than 1% for Japanese cities. The 
high explosives were dispatched in 
Germany to perform the multiple 
duties of breaking water mains, block- 
ing streets, keeping fire guides under 
cover, inflicting civilian casualties, 
lowering morale, puncturing occa- 
sional reinforced concrete buildings, 
and harassing fire ‘fighters with de- 
layed action explosives after the at- 
tack. It was thought that the greatly 
inercased havoc and confusion caused 
by the fires in Japan would counter- 
act the lack of high explosive bombs.” 


A number of tactical features were 
found to have an influence upon the 
extent of fire damage, and there were 
at least seven ground variables which 
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had some measure of influence. The 
most important ground feature was 
the degree of “built-upness”, the ratio 
of roof area to ground area. In 
densely built-up areas there was 
greater chance of a direct bomb hit, 
less open space to fight fires, and more 
likelihood that fire would spread. 


“The densely built-up residential 
areas were damaged to the extent of 
73%,” Major Sanborn said. “Sparse- 
ly built-up residential areas (15.5% 
built up) were damaged only 20%. 
Manufacturing areas burned less well 
than residentials for the same degree 
of built-upness, averaging only 22%. 
The effect of residential buildings in- 
termixed with industrials is shown 
by the 44% of exposed area burned 
in a zone of 35% built-upness. Only 
22% of storage buildings burned in 
spite of an average 38% built-upness. 
No segregation was made as to the 
combustibility of the buildings or 
contents, and the generally lower 
combustibility of manufacturing, 
transportation and storage occupan- 
cies has no doubt been reflected in 
these measurements. 


“The second factor found to be of 
importance was the number and lo- 
cation of reinforced concrete and non- 
combustible buildings. In the over- 
all picture these had little effect, for 
they constituted only 5% to 10% of 
the total planned area. It was no- 
ticeable, however, that where a num- 
ber of these buildings were concen- 
trated the damage was less than in 
areas where the reinforced concrete 


BERLIN. The palace area at the end of Unter den Linden, buildings gutted by Allied bombings, is 
seen in this 1945 air photo of Berlin. Skeleton dome at right tops Imperial Palace of former Kaiser 





and non-combustible buildings were 
mixed with combustible buildings. 


“The third most important ground 
feature was the natural wind. Only 
in one of nine cities studied did the 
natural wind exceed ten miles an 
hour. The low wind prevented ex- 
cessive fire spread, kept three sides 
clear for fire fighters, and permitted 
fire storms to develop, further reduc- 
ing the tendency of fire to spread. 
On the other hand, high wind ac- 
counted for our only conflagrations 
causing catastrophic results. 


“The fourth important influence 
was home guard and professional fire 
fighting, which was effective only 
around the fire fringe. One case of 
special interest was when the psy- 
chological warfare warning issued by 
the Twentieth Air Force caused the 
Japanese to dispatch fifty 500-gallon- 
per-minute pumpers and three hun- 
dred professional firemen to supple- 
ment the city fire department of Ha- 
chioji six hours before the attack, 
giving a total of seventy-six fire 
trucks, or an average of fifty-four 
trucks per square mile. In spite of 
this accumulation of firemen and 
equipment 80% of the city was de- 
stroyed. 


“The effect of weather on the ex- 
tent of fire damage was indicated in 
two ways. When the weather had 
been damp or snowy prior to the at- 
tack, the attacks were found slightly 
less effective. When attacks were car- 
ried out during rain storms, the dam- 
age was again less than normal. The 
average measure of effectiveness for 
these attacks was 20% below the gen- 
eral average. 
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66 ATURAL and man-made fire- 

breaks were found to be 
highly important in preventing fire 
spread, but generally ineffective in 
reducing the total amount of damage 
because of the widespread distribu- 
tion of fire bombs that spanned the 
fire-breaks. The program of con- 
structing fire-breaks had not been vig- 
orously promoted early in the war, 
and the combustible material resulting 
from the removal of buildings was 
often left in the fire-breaks. Since 
the home owner was only partially 
compensated for the removal of his 
home he was reluctant to tear down 
his building to save his neighbor’s. 
Prior to March, 1945, Tokyo had 
constructed over twenty linear miles 
of man-made fire-breaks, Nagoya 5.4 
miles, Hiroshima four miles, and the 
smaller cities none. At one spot in 
Tokyo it has been calculated that one 
could travel eight hundred yards in 











eee 


l= 
ie 
Ir 
l- 


re 


xe 
u- 
he 


n- 
ir, 
ng 
as 
ice 
lly 
nis 
wn 
ad 
les 
5.4 
the 


yne 
in 








any direction before coming to a hun- 
dred-foot fire-break. Important in- 
dividual public and industrial build- 
ings often had circular fire-breaks 
around them constructed at their own 
expense. The effectiveness of fire- 
breaks was studied in Tokyo and Na- 
goya, where a total of seventy-eight 
linear miles was exposed by fire on 
one or both sides. In the highly 
built-up conflagration area of Tokyo 
it was found that fire stopped on one 
side of a 150-foot wide fire-break 
only 17% of the distance. 


“The realization of a devastating 
fire was accomplished through factors 
beyond the simple weight of the at- 
tack. The basic objective was to start 
a multitude of well-distributed fires 
in highly combustible areas over the 
shortest period of time. A single 
plane distributed 1,520 small oil 
bombs over a radius of 1/3 square 
mile. If only a fifth of these started 
fires, there would be three hundred 
fires, or one for every 30,000 square 
feet. This number would then be in- 
creased by the number of planes 
dropping bombs over this same area. 
The many individual incendiary fires 
tended to merge the aggregate blazes 
into one inferno to form a pillar or 
thermal over the city. Under the in- 
fluence of certain ground and mete- 
orological conditions, this mass fire 
sometimes took the form of a fire 
storm or of a conflagration. 


“During the formation of a fire 
storm a mass fire was practically un- 
affected by light natural surface 
winds. The pillar rose almost ver- 
tically, and the heat was not sufficient 
to produce ignition of the vapors as 
they ascendec in unburned jets ac- 
companied by dense smoke. As the 
fire gained headway these fires would 
ignite, and burn orange and blue 
flames. Under conditions of high hu- 
midity the establishment of the pillar 
was often retarded, and smoke be- 
gan to spread out like a horizontal 
blanket. In a few cases the pillar 
would hit a stratum of cold air, caus- 
ing the moisture to condense and fall 
in large black drops directly to lee- 
ward. The accompanying inrushing 
fire wind usually developed in fifteen 
minutes to an hour. Japanese firemen 
reported near cyclone forces which 
uprooted trees, blew over automobiles, 
tore people’s clothes, and sent roof 
tiles, boards, sheet iron and scrap ma- 
terial spiralling into the air. The 
damage inside the fire storm area was 
nearly complete, only the contents of 
a few basement floors of reinforced 
concrete buildings escaping. The 
amount of fire spread was small and 
uniform in all directions. 
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TOKYO. Only shells of buildings remained in this section of Tokyo after 1945 saturation bombing 
attacks by American planes. Grounds of Imperial Palace are visible in the distance, across moat 


“The conflagration was less com- 
mon than the fire storm, as a strong 
wind was the required element. The 
pillar, once it had been established, 
slanted appreciably to leeward, and 
the hot burning gases contributed 
much to the ignition of combustible 
materials on the ground. The chief 
characteristic of the conflagration 
was the presence of a fire front, an 
extended wall of fire moving to lee- 
ward preceded by a mass of pre- 
heated turbid vapors. The progress 
and destructive features of the con- 
flagration were therefore much great- 
er than those of the fire storm, for 
the fire continued to spread until it 
could reach no more combustible ma- 
terial. It is possible that the pillar 
travelled up and outward, and caused 
rain several miles from the fire itself. 
This fact was not, however, reported 
in the March 9 Tokyo conflagration, 
the most notable example of this type 
of mass fire. For this attack eight 
square miles of the most highly com- 
bustible portion of the city had been 
chosen. An extended fire swept over 
fifteen square miles in six hours. Pi- 
lots reported the air was so violent 
that B-29’s turned over completely at 
6,000 feet, and that the heat was so 
intense they had to put on oxygen 
masks. The area of destruction was 
complete; not a single building es- 
caped damage in the area affected. 
The fire had spread largely in the 


natural direction of the wind. 


“One of the most difficult prob- 
lems during the pre- and post-attack 
studies was to determine the extent 


of fire spread. In Germany the 
measure became the number of build- 
ings burned by exposure compared 
with the number of buildings ignited 
by bombs. Fire spread in Japan was 
so common within a city block that 
a new measure of fire spread was es- 
tablished. | This was the ratio be- 
tween the burned ground area in 
which no bombs fell to the burned 
ground area in which bombs fell. 
This evaluation was complicated by 
several factors of built-upness, direc- 
tion and intensity of wind, and area 
of bomb fall. In one city, however, 
the extent of fire spread was studied 
in respect to the building occupancy 
categories. Here it was known that 
a fire of tremendous proportions de- 
veloped, that the natural wind was 
light, and that fire fighting was only 
mildly active. The findings indicatec 
that fire involved 84% of the densely 
built-up residential zone as against 
160% of the sparsely built-up residen- 
tial zone. They showed also that in- 
dustrial areas burn less well than 
domestic areas of the same built-up- 
ness. The same case provided an op- 
portunity to study the probability of 
fire spread across various distances of 
open space. Here the distance be- 
tween the burned and unburned build- 
ings was measured in intervals around 
the perimeter. Average distances in 
increments of five and ten feet were 
used, and the sum of these expressed 
as percentages of the perimeter. It 
was found that fire crossed fifteen- 
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foot open spaces 80% of the time, 
and crossed hundred-foot spaces only 


46% of the time. 


“At Hachioji a similar study was 
made that showed the probability of 
windward and leeward fire spread 
over various exposure distances. Here 
a square mile of the city burned with- 
in two hours. Some semblance of a 
minor fire storm occurred, a light 
wind was blowing, and fire fighting 
was mildly active. Fire crossed fif- 
teen-foot open spaces 80% of the time 
to windward, and 98% of the time to 
leeward ; it spread across a hundred- 
foot open space 36% of the time to 
windward and 42% of the time to 
leeward. The difference between the 
values of the two curves averaged 
20% (indicates fire spread in one di- 
rection). Another check was made 
at the same city to test the direction 
of fire spread, in which it was shown 
that fire spread only 4% to the wind- 
ward and 19% to the leeward, giving 
a total of about 23% fire spread out- 
side the fire bomb initiated area. 
Other studies have indicated that the 
extent of fire spread was about 25% 
in cities having fire storms as against 
100% fire spreads in conflagration 
cities. 
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“B UILDINGS were divided into 
the same three general fire 
classifications used in the United 
States. The Japanese fire resistive 
type building of reinforced concrete 
was massively built, having heavy 
floors, roof and frames. The non- 
combustible type of corrugated iron 
or asbestos on steel frame was quite 
common in Japanese industry. The 
combustible type was mainly different 
in that the walls had a wood frame 
with a mud plaster on bamboo panel, 
and the floors and ceilings were of 
especially thin boards. Load bearing 
brick wall buildings were similar to 
those constructed in the United 
States. 


“To provide the desired interior 
finish the ceilings of the reinforced 
concrete buildings were generally 
wood lath and plaster, the floors had 
wood overlays set on wood sleepers 
without fill, and all interior trim was 
of wood. Floors, stairs, elevators, 
doors, partitions, and most furnish- 
ings were of wood. Needless to say 
fire involved all the floors except the 
basement. In spite of the combustible 
interior finish and contents, the 
structures suffered little structural 
damage but were completely gutted, 
causing severe damage to the finish 
and surfaces. Non-combustible struc- 
tures reacted similarly to those in the 
United States. Combustible occupan- 


blackout protection. 
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cies burned, causing serious damage 
to the buildings. Occasionally an un- 
damaged steel frame was stripped of 
its asbestos siding, showing where the 
heat had been just sufficient to crack 
the sheathing. Combustible wood 
frame structures burned completely, 
leaving only their stone foundations 
or load bearing brick walls. The 
partly burned combustible structures 
that remained usually showed evi- 
dence of extinguishment by fire 
fighters. 


“Damage to contents showed little 
change from that in Europe. Highly 
combustible contents burned com- 
pletely, regardless of the type of 
structure. The contents of ma- 
chine shops, foundries, and sim- 
ilar material suffered little or no dam- 
age except in combustible structures. 
Again, weather was found to be a 
serious factor in adding to the dam- 
age of equipment, especially after the 
surfaces had been degreased by the 
hot temperatures of nearby fires. 


“A few fire doors were noted in 
Japan, and some of these had manu- 
facturers’ labels classing them as to 
their degree of resistance. Most of 
these doors failed because of the type 
of hardware used rather than because 
of the design of the door. Steel rolled 
fire doors were most common in fac- 
tories and public buildings. They 
failed in use and design principally 
because they were not automatic- 
closing, and were exposed too long 
to heat. 


“Shutters were commonly used in 
Japan because they served the triple 
purpose of offering fire, theft, and 
They were gen- 
erally constructed of sheet iron sup- 
ported on angle irons. A few inch- 
thick concrete reinforced shutters in 
angle iron framing were found in use. 
In general these concrete shutters 
stood up well, and the sheet iron shut- 
ters fairly well. The most common 
reason of fire entering buildings was 
the absence of shutters more than one 
floor above the roof of the exposing 
building. 


“Wire glass windows generally 
failed because the city fires were too 
long and too hot, causing them to melt 
in their frames. A few exceptions 
were noted where the exposure was 
not as severe. Here again, however, 
the more general use of wire glass 
windows on less seriously exposed 
openings would have been of value. 


“A total of only five automatic 
sprinkler systems was found by the 
fire engineers. Three were in un- 
damaged areas and two had been 
through serious fires. Both of the 





latter two failed because of the lack 
of water. Automatic sprinkler sys- 
tems were said to have been common 
in weaving plants and department 
stores, but few were encountered. 
Their use probably would have been 
nullified by the severity of the urban 
fires. 


“Standpipes were exact copies of 
our own, complete with 1% inch 
linen and 3 inch orifice nozzle. They 
were not used during the fire attacks 
because few people remained in the 
public buildings during the attacks, or 
because water failed before its use 
was required. 


“Probably the most common land- 
mark of where a combustible business 
structure had been located was the 
metal safe still remaining in the non- 
combustible debris. Most of the safes 
showed poor workmanship with in- 
ferior insulation. They failed in 
great numbers because they had not 
been built to withstand fires of long 
duration. Safes which were well con- 
structed and insulated did survive, 
and proved the value of good con- 
struction and insulation. The safes 
that failed were mainly heavy sheet 
metal, with two-inch-thick sand, clay 
or magnesite earth fill. In no case did 
a six-inch insulated safe fail, regard- 
less of the type of insulation.” 


3y way of comparison chief en- 
gineer Horatio Bond of the Nation- 
al Fire Protection Association pointed 
out that, had the United States been 
on the receiving end of the bombings 
visited upon Germany and Japan, at 
least 121 United States cities would 
have had their city centers destroyed, 
and the total destruction would have 
been between 40% and 50% of all the 
building areas within the city limits. 
He estimated the total destruction as 
about $33,000,000,000, the equivalent 
of the fire loss in the United States 
for almost a hundred years at the 
present rate of burning. 


The significant thing was, he de- 
clared, that as the war progressed the 
destruction of enemy cities became a 
scientifically-planned operation. Early 
use of incendiary bombs was hit-or- 
miss because the air forces and their 
advisers had little experience enabling 
them to predict what was going to 
happen in the way of fires on the 
ground. After civilian study of the 
effects of German fire raids on Eng- 
land arrangements were made to sup- 
ply American fire protection engi- 
neers to assist in the work; later this 
group of civil defense experts and fire 
protection engineers was transferred 
to a joint Target Group in Washing- 
ton to plan the fire attacks against 
Japan. 
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The National Association of Mutual Insurance Companies, with both farm and general-writing companies as members, was organized in 1895. 
In this group are ten of its early presidents. Seated, left to right, are: W. B. Gasche. Kansas, 1909-10; W. A. Rutledge, lowa, 1920; C. |. Buxton, 


Minnesota, 1927; W. E. Straub, Nebraska, 1911-13; and George W. Miiler, Ohio, 1922. 


Standing, left to right, are: C. A. L. Purmort, Ohio, 


1923; Justin Peters, Pennsylvania, 1921; O. E. Hurst, Kentucky, 1926; L. R. Welch, Massachusetts, 1916-18; and Harry F. Gross, lowa, 1924 


Farmers. Mutual Fire Insurance 


A Shotchy. History of. its Development. 


By V. N. VALGREN 


ARMERS'’ mutual fire insurance 

in the United States dates, so far 

as known, from the third decade 
of the nineteenth century. The oldest 
existing farmers’ mutual insurance 
company began_business_in 1821 and 
the second oldest in 1823. There may 
have been yet earlier farmers’ organ- 
izations of this kind which disap- 
peared and whose records are not 
available. The well-known urban mu- 
tual company, the Philadelphia Con- 
tributionship, which is the oldest in- 
surance company of any kind in this 
country, was organized in 1752. Sev- 
eral other mutual as well as stock fire 
insurance companies, that are. still 
active, began business before 1800, 
and more appeared before 1820. But 
none of these could be classed as 
farmers’ companies. 


There were five decades of gradual 
development. The two oldest farmers’ 
mutuals are both in New Jersey. Six 
other such companies began operation 
in the decade 1830-39. Of these, one 
is in New Hampshire, two are in Con- 
necticut, one is in New Jersey, and 
two are in Pennsylvania. In_ the 
decade 1840-49, 37 of the extant 
farmers’ mutual insurance companies 
were organized. Thus by the middle 
of the last century 45 of the presently 
existing companies in this classifica- 
tion were in operation. In the decade 
1850-59, 63 extant farmers’ mutuals 
were added, and in the decade 1860- 
69, 85 more appeared. 

Hence by the beginning of 1870 a 
total of 193 of the existing farmers’ 





Dr. Vaigren is retiring this year as Principal 
Agricultural Economist, Bureau of Agricultural 
Economics, U. S. Department of Agriculture. 





mutual insurance companies were do- 
ing business. Of these 193 companies, 
33 were in the states of New England, 
85 in the Middle Atlantic states, 46 in 
the East North Central states, 14 in 
the then relatively new West North 
Central states, and 15 in the South At- 
lantic states. How many other farm- 
ers’ mutuals had been organized be- 
fore 1870 and had failed, or were ab- 
sorbed by those which survived, or 
were discontinued for other reasons, 
may never be definitely known. 

That failures or retirements were 
relatively numerous among all groups 
and classes of insurance companies 
before 1870, as has also been true 
later, is indicated in brief historical 
notes that appear in some of the early 
state insurance reports. A striking 
historical note of this kind is found, 
for example, on page 11 of the Massa- 
chusetts insurance report for 1880, 
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reading as follows: “Since the adop- 
tion of the State Constitution in 1770, 
437 insurance companies (221 stock 
and 216 mutuals) have been chartered 
under general and special laws within 
the Commonwealth... Of the whole 
number 199 (115 stock and 84 mutu- 
als) died in their cradles, and 154 
others (67 stock and 87 mutuals) 
closed their doors either by compul- 
sion or voluntary decision after long- 
er or shorter periods of business life.” 


Special studies of the retirement 
record of stock as well as mutual in- 
surance companies in the fire and cas- 
ualty fields have been made by the 
American Mutual Alliance, but these 
make no distinction between farmers’ 
mutuals and other mutuals. Accord- 
ing to the latest of these studies, which 
gives a summary for the period from 
colonial days to September 15, 1945, 
the number of mutual companies or- 
ganized in the United States to write 
either fire or casualty insurance was 
4,827. Of this number 2,197 had re- 
tired, leaving 2,630, or 54.5%, active 
at the time of the report. During the 
same period a total of 2,436 stock fire 
or casualty insurance companies were 
organized, of which 1,792 had retired, 
and 644, or 26.4% remained active. 


Following the five decades of grad- 
ual development of farmers’ mutual 
insurance companies there were thirty 
years of intense organization activity. 
Beginning with 1870, and continuing 
to the turn of the century, a virtual 
flood of farmers’ mutuals swept over 
the northern part of the United States 
from the Atlantic seaboard to the 
grazing areas beyond the Missouri. 
During the latter part of this thirty- 
year period such mutuals also began 
to appear in some of the more south- 
ern states as well as in the mountain 
and Pacific states, although in these 
areas most of the present mutuals 
made their appearance after 1900. 
The number of existing farmers’ mu- 
tuals organized in the decade 1870-79 
was 471, nearly two and one-half 
times as many as appeared during the 
preceding fifty years. The next decade 
1880-89, added 328 more of the ex- 
isting farmers’ mutuals, and the final 
decade, 1890-99, added 433. Thus, 
out of a total of approximately 1,890 
such companies at present in opera- 
tion, 1,232, or roughly two-thirds, be- 
gan business between 1870 and 1900. 


The four and a half decades now 
elapsed since 1900 have witnessed a 
progressive decline in the number of 
new organizations of farmers’ mutual 
fire insurance companies—the total 
number for the forty-five years being 
about 500 companies. Furthermore, 
for the last twenty-five years or so, 
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Longtime secretary of the National Association 
cf Mutual Insurance Companies, Harry P. 
Cooper, Indiana, first took office in 1914. 


the number of consolidations or merg- 
ers of existing companies, coupled 
with occasional failures or voluntary 
retirements, have fully offset the num- 
ber of new organizations. Hence the 
total number in operation has tended 
to decline, while at the same time the 
aggregate volume of insurance for the 
group has continued to show a lusty 
increase. The insurance in force in 
1,878 farmers’ mutual fire insurance 
companies for which data were ob- 
tained as of the beginning of 1944 was 
$13,777,555,141. This is roughly 
twice the volume in force at the be- 
ginning of 1920. 


That the number of new organiza- 
tions formed should drop off after 
1900 is readily explained by the fact 
that most of the northern farming 
areas were beginning to be fully cov- 
ered and that in much of the South, 
with its cotton plantations and crop- 
per systems, this type of rural activ- 
ity has been found more difficult to 
initiate and to manage with success. 
A more significant question involves 
the circumstances or the factors that 
gave impetus to the vigorous and 
widespread organization movement 
that developed in the closing decades 
of the last century. 


Organization was expedited by leg- 
islation. One factor in the rapid de- 
velopment and spread of farmers’ mu- 
tual insurance following 1870 was un- 
doubtedly the enactment in state after 
state of laws that pertained specifical- 
ly and exclusively to farmers’ mu- 
tuals, and made it easy for an organ- 
ization of this kind to obtain corpor- 
ate status. Betore such laws—often 
called county or township mutual laws 





—were enacted, it was mecessary 
either to obtain a special charter from 
the legislature of the state, or to in- 
corporate under some law the require- 
ments of which were often difficult 
for a local group of farmers to satis- 
fy. 


The first farmers’ mutual insurance 
law was enacted in the state of New 
York in 1857. This law, which some 
years later seems to have become a 
model for similar legislation in other 
states, provided that twenty-five or 
more persons residing in any town- 
ship of the state, and owning a total 
of $50,000 worth of farm property 
which they desired to insure, might 
form themselves into a mutual assess- 
ment insurance company. They could 
insure only farm or country buildings 
and goods contained therein, and 
could accept no risks outside the boun- 
daries of the home township. They 
could write insurance against loss or 
damage by fire only. 


The New York law of 1857 was 
repealed for some reason in 1862, but 
was replaced by a second and some- 
what more liberal law in 1879. In the 
meantime Wisconsin, Illinois, Michi- 
gan, Iowa, Minnesota, Ohio and In- 
diana had enacted farmers’ mutual 
insurance laws, and other states were 
soon added to the list. These laws 
were in general fairly practical in 
their provisions, or were soon made 
so by amendments. As a rule the per- 
mitted business territory was a num- 
ber of contiguous townships, an en- 
tire county, or several contiguous 
counties. All kinds of farm property 
might be insured, and the lightning 
hazard as well as the fire hazard might 
be assumed. 


About one-third of the states went 
to extremes and authorized even local 
farmers’ mutuals to insure also 
against windstorm; and this, as might 
have been foreseen, proved to be un- 
wise. Fortunately, in most of these 
states only a few of the local com- 
panies availed themselves of this 
doubtful privilege. Generally the 
farmers seem to have been aware that, 
although segregated farm risks in- 
volve no conflagration hazard, some- 
thing closely akin to this hazard is en- 
countered in insuring against wind- 
storms, which on occasion may dam- 
age or destroy numerous farm proper- 
ties in a given township or county. 

By 1890 almost every state in the 
Middle West, and several of those in 
the South and in the Far West, had 
enacted farmers’ mutual laws. In 
many of the eastern states, however, 
the laws enacted for other mutuals 

















were made to apply also to farmers’ 
mutuals. In such states many com- 
panies organized largely or entirely by 
farmers have insured more and more 
urban members, until they now are 
properly classed as general mutuals 
rather than as farmers’ mutuals. 


Some of the early farmers’ mutual 
fire insurance companies that were in- 


corporated under special charters 
found it necessary later to obtain 


charter amendments from the state 
legislature in order that they might 
legally assume loss or damage from 
lightning when there was no fire in 
the ordinary meaning of the word. 
For example, one of the largest farm- 
ers’ mutuals in Maryland—the Mu- 
tual Insurance Company of Mont- 
gomery County—that was incorpor- 
ated under a special act in 1848, had 
its charter thus amended in 1886. The 
specific covering of loss or damage 
from lightning as well as from fire is 
particularly important in farm insur- 
ance, since part of the insured prop- 
erty consists of livestock, and in most 
of the farming areas the loss of farm 
animals from lightning is more fre- 
quent than the loss from fire. 


That the laws providing for spe- 
cialized farmers’ mutual fire insur- 
ance companies were at least in some 
cases obtained as a result of deter- 
mined effort on the part of the farm- 
ers is indicated by the experience in 
Minnesota. In the early 1870’s the 
farmers of the state began to agitate 
for a law authorizing the organiza- 
tion of rural fire insurance companies. 
Several small unincorporated mutuals 
were already in operation. The ex- 
isting organizations wanted legal rec- 
ognition, and the farmers in various 
other communities were ready to or- 
ganize as soon as an opportunity to 
incorporate had been provided. 


Strong opposition to such a law was 
encountered, which was no doubt fos- 
tered by commercial insurance inter- 
ests, but was led apparently by the 
Insurance Commissioner of the State. 
The latter informs us in his annual 
report for 1874 that in the legislative 
session of the preceding year a bill 
was introduced providing for the “in- 
discriminate organization of township 
mutual companies.” The bill passed 
both houses of the legislature but the 
signature of the Governor, in the 
words of the Commissioner, ‘was 
prudently withheld.” He further re- 
lates how in the legislative session of 
the year of the report two further at- 
tempts were made to pass such a law, 
the bills in both cases being defeated 


in the Senate after passage in the 
House. Despite the Commissioner’s 


arguments and warnings the legisla- 
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First president of the National Association of 
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lowa, served from 1896 to 1907. 


ture in the following year, 1875, pass- 
ed an act authorizing the formation of 
“township mutual insurance compan- 
ies.” The Minnesota state insurance 
report for 1885 indicates that, during 
the first ten years the law was in oper- 
ation, 43 township mutuals were or- 
ganized, and that at the time of the 
report they had an aggregate amount 
of about $8,000,000 of insurance in 
force. 


Although the words “township” 
and “county” continue to be used in 
connection with farmers’ mutual laws 
and companies in many states, they 
soon came to mean that the territory 
in which a company might operate 
was measured in terms of such units 
rather than that it consisted of a single 
unit. Minnesota, for example, now 
permits a township mutual to oper- 
ate in not to exceed fifty townships. 
Limits of three to five counties occur 
in many states, and a few permit op- 
eration in the whole state. 


The enactment of these laws no 
doubt expedited very materially the 
organization of farmers’ mutuals. But 
this leaves unanswered the questions 
of why this legislative movement oc- 
curred when it did, and why the farm- 
ers were so surprisingly prompt in 
taking advantage of these laws. 


To a considerable extent the pro- 
nounced upsurge in the farmers’ in- 
surance movement, that set in about 
1870, was part of a broader farmer 
movement directed against the so- 
called middlemen and _ particularly 
against the railroads, which were 
widely charged with taking undue and 
unfair advantage of the farmers. This 
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farmer movement, or “ground swell,” 
or “crusade,” as it has variously been 
called, began before the Civil War, 
but reached its climax during the de- 


pression period that followed the 
“greenback” inflation of the war 
years. 


Among the numerous agricultural 
or farmers’ organizations that arose 
during this period may be mentioned 
particularly the Grange, or Patrons 
of Husbandry, and the temporarily 
important Farmers’ Alliance. These 
and other state or national farmers’ 
organizations of that period were very 
active for a time in the formation of 
enterprises among their members, and 
the Grange more than others seems to 
have stressed farmers’ mutual insur- 
ance companies. About a hundred of 
the existing farmers’ mutuals retain 
as part of their names the word ‘Pa- 
trons,” or “Grange,” or “Grangers,” 
although most of them have long ac- 
cepted members without reference to 
any Grange membership. A_ brief 
summary of this farmers’ movement 
is John Lee Coulter’s “Organization 
Among the Farmers of the United 
States” in the November, 1909, Yale 
Review. More comprehensive discus- 
sions are found in Edward Wiest’s 
“Agricultural Organization in the 
United States,” University of Ken- 
tucky, 1923, and in Solon J. Buck's 
“The Agricultural Crusade,” Yale 
University Press, 1921. 


A seemingly more specific, although 
obviously unintentional, explanation 
of the rapid advance of farmers’ mu- 
tual insurance between 1870 and 1900 
comes to us from A. F. Dean, a well- 
known stock insurance company off- 
cial, and a recognized authority on fire 
insurance rating and other insurance 
problems. An unfortunate episode in 
the commercial insurance of farm 
property that Mr. Dean graphically 
describes in one of his several books 
—"‘The Rationale of Fire 
may help to explain the aggressive- 
ness and vigor of the farmers’ mutual 
movement during this period. Mr. 
Dean makes no mention in this con- 
nection of either farmers’ mutuals or 
other mutuals; and when he speaks 
of “companies” or “farm companies” 
he obviously refers to widely-operat- 
ing stock companies which in the lat- 
ter instance specialized in farm busi- 
ness. When reading the following ex- 
tracts from the chapter in his book 
headed “Valued Policy Laws” (which 
laws he severely condemns) the fact 
that the date of the 1900 
should be kept in mind: 


Rates’”’— 


he 0k 1S 
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“Thirty years ago farm property 
formed a much larger proportion of our 
aggregate national wealth than it does 
today. The fire insurance companies 
were then de sriving a steady revenue from 
the insurance of farm property, which 
as a class was considered doubly desir- 
able, because it had been steadily profit- 
able, and because it was free from the 
dangers of sweeping conflagrations which 
in every city jeopardized the entire as- 
sets of a company. 


The volume of farm business and 
its exceptional desirability led some man- 


agerial genius to conceive the idea that 
he could largely increase the premiums 
of his company from this source by 


sending out traveling solicitors through 
the country districts, after the manner 
of the lightning-rod, chain-pump, and pat- 


ent-churn people. As these solicitors 
were selected for their glibness and push, 
rather than for their character or know- 
ledge of the business, and as neither their 


judgment nor honesty could be trusted, 
the plan was adopted of taking payment 
in notes instead of cash. An elaborate 
application containing a cut-throat war- 
ranty was prepared, under which the as- 
sured surrendered every equitable right, 
and became responsible for any over-val- 
uation of his property; and to make as- 
surance doubly sure, every policy con- 
tained a printed — ition that the com- 
pany should be liable for only three- 
fourths of any loss that might occur. ... 
In a few years the agricultural 
swarmed with travelling solici- 
rs ready to sell a farmer a patent churn, 
1dmill, stump-puller, or fire policy 
with the same glib disregard of the truth. 
In time the adjustment of losses re- 

full iniquity of this plan, and 
farming community fire insur- 


regions 


vealed the 


In every 


ance came to be regarded as a swindle. 
Of the hundreds of fire institutions then 
doing business, not over four or five at 
most were implicated. Nineteen com- 


anies out of twenty vainly protested at 
the buccaneering methods of these so- 
lled farm companies, believing they 
wo ould bring the entire business into re- 
proach and subject it to inimical legisla- 


tion. These apprehensions were well- 
founded. The industry of fire insurance 
became non grata in every state where 


the farmers had the controlling voice in 
legislation, and the entire insurance com- 
munity has been made to suffer ever 
for the sins of a few unprincipled 
adventurers.” 


since 


Mr. Dean’s contention that com- 
mercial fire insurance had _ been 
brought into temporary disrepute 


among farmers appears to be corrob- 
orated by various farmers’ mutual 
records dating from the period in 
question. As an example of such rec- 
ords reflecting distrust and prejudice 
on the part of farmers may be cited 
a letter addressed in December, 1885, 
to the members of the Farmers Mu- 
tual Insurance Company, with head- 
quarters at Crawfordsville, Indiana, 
by the president of this farmers’ mu- 
tual, James A. Mount. His letter may 
be found in a history of the Indiana 
Farmers Mutual Insurance Company, 
called “Lest We Forget.” The fact 
that Mr. Mount later become Gover- 
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nor of Indiana, serving from 1897 to 
1901, adds to the interest in his letter, 
which apparently was occasioned by a 
series of losses that necessitated a 
heavier than normal assessment. Mr. 
Mount uses in part the following lan- 
guage: 


“Do you think six such men (the di- 
rectors of this company) having inter- 
est similar and consonant with yourself 
would take any advantage of the trust 
and confidence? Or do you think that 
some kid-gloved, plug-hatted gentleman, 
perhaps getting off the train at your 
nearest railroad station and coming and 
looking over your heap of smoking ashes, 
would come nearer doing you right than 
your six farm friends? Would you 
rather trust the plug-hatted gentleman 
than the six resident farmers whom you 
have known either personally or by rep- 


o” 


utation all your life? 


Continuing Mr. Mount refers dis- 
paragingly to “foreign insurance com- 


panies with millions of money, ele- 
gant and costly buildings . . . numer- 


ous salaried officers.’ He later sums 
up his position in these words: “*. . .we 
are convinced that any farmer who 
belongs to this company for a series 
of years will save from thirty to fifty 
percent of what he would otherwise 
pay to foreign insurance companies 
and will have his property equally as 
well, if not better, secured against loss 
by fire and lightning.” 


The term “foreign companies,” as 
used by Mr. Mount, refers no doubt 
to out-of-state companies as contrast- 
ed with a domestic Indiana company 
such as he represented. Although 
other parts of his letter deal with 
more tangible facts and even the parts 
quoted cite no specific abuses such as 
those described by Mr. Dean, it seems 
obvious that Mr. Mount was aware 
of a farmer prejudice against the 
larger commercial companies which 
could be used in behalf of the local 
farmers’ mutual that he served as 
president. 


If it be conceded that the pronounc- 
ed development of farmers’ mutual 
insurance that set in about 1870 was 
due at least in part to temporary 
abuses by certain of the large stock 
insurance companies, as described by 
Mr. Dean, and to the resulting resent- 
ment and prejudice on the part of 
many farmers against all such insur- 
ance companies, this will hardly ex- 
plain the continuance and persistent 
growth of these farmers’ mutuals. 
Their endurance and growth is un- 
questionably to be explained by the 
fact that farmers through these or- 
ganizations have found it possible to 
provide themselves with needed insur- 
ance protection at a very substantial 
saving compared with the cost of 
farm fire insurance at the so-called 
bureau rates. 





Some 300 of the farmers’ mutuals, 
that here as elsewhere are classed as 
fire insurance companies, write so- 
called combined protection which in 
the same policy covers against wind- 
storm as well as against fire and light- 
ning. These in general are the rela- 
tively large companies in the farmers’ 
fire-mutual group, that operate either 
state-wide or in a substantial number 
of counties. Their aggregate insurance 
in force amounts to some three and a 
half billions of dollars. The larger 
number of farmers’ mutuals that do 
not cover windstorm have been instru- 
mental, in many instances, in the or- 


ganization of statewide or district 
windstorm insurance mutuals with 


which they cooperate in the writing of 
windstorm insurance for their mem- 
bers. Such windstorm mutuals, the 
first of which appeared in Iowa in 
1885, now number 65 and their aggre- 
gate insurance in force exceeds four 
billions of dollars. 


Although most of the relatively 
small and local farmers’ fire insurance 
mutuals have wisely refrained from 
assuming the windstorm hazards even 
when the state law has permitted them 
to write it, a very substantial percent- 
age of all these mutuals—small as 
well as large—have recently broaden- 
ed their coverage by assuming certain 
so-called extended coverage hazards. 
In many of the states this necessitated 
further amendments to the law per- 
taining to those companies. The ex- 
tended coverage hazards most widely 
assumed by the farmers’ mutuals are 
aircraft, motor vehicles, and explo- 
sion ; but many have assumed also riot 
and smoke. These hazards, it is gen- 
erally conceded, resemble the hazards 
of fire and lightning in that the loss 
or damage they may occasion is likely 
to affect only one risk at a time. 


The assumption by these mutuals 
of the additional hazards indicated— 
while enhancing the protection given 
—should not greatly increase the cost 
of the protection. The average annual 
cost per $100 of insurance for the en- 
tire group of companies, for the thir- 
ty-year period 1914-1943, shows a 
high of 32 cents for 1932 and a low 
of 22.7 cents for 1942. The arithme- 
tical average of the thirty annual 
averages is 26.4 cents, of which 19.3 
cents represents loss payments, and 
7.1 cents operating expenses. As ear- 
lier indicated, the present insurance in 
force in these farmers’ mutual fire 
insurance companies approximates 


fourteen billions of dollars. 
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More Problems for Adjusters 


URING the war years there 

were probably no groups in 

the insurance business which 
worked under more difficult condi- 
tions than the men in company loss 
and claims departments and the ad- 
justers who carried on related activ- 
ities in the field. Shortages of ma- 
terials and manpower, inadequate 
transportation, the necessity for com- 
pliance with innumerable regulations 
and directives, an unusually heavy 
volume of work—all of these things 
combined to make the loss man’s lot 
a far from enviable one. 





Now that conditions promise to 
“ase somewhat in many lines it might 
be thought that the loss executive 
and the adjuster would find them- 
selves able to share to some extent in 
the general relaxation. But appar- 
ently this is not to be. At both ma- 
jor meetings of organizations con- 
cerned with loss problems in the fire 
insurance and casualty insurance 
fields held during the past month the 
indications all pointed the other way. 
The loss picture is becoming more 
complicated rather than simpler, there 
are more losses and claims ‘in pros- 
pect than ever before, and there seems 
no obvious relief in sight. 


The first of the June meetings was 
that of the National Association of 
Independent Insurance Adjusters, 
held June 6-8 at Philadelphia. The 
other was the claims conference of 
the automotive and casualty section 
of the National Association of Mu- 
tual Insurance Companies, held June 
14-15 at Chicago. 


The adjusters’ group, holding its 
first full meeting since 1943, elected 
C. Bruce Lyle, Phoenix, Arizona, as 
president to succeed N. J. Tierney of 
Chicago. Prentiss B. Reed, New York 
City, was named executive vice-presi- 
dent, and John C. Griswold, San An- 
tonio, Texas, as secretary-treasurer. 
Other vice-presidents chosen were: 
Julian Calhoun, Spartanburg, South 
Carolina, fire and allied lines; Her- 
bert Rosenbush, Houston, Texas, cas- 
ualty and allied lines; and J. Chester 
Sneath, New York City, special lines. 
Directors named were N. J. Tierney, 
Chicago; Marion Arnold, Miami, 
Florida; FE. W. Bockius, San Fran- 
cisco; M. M. Johnson, Fort Wayne, 
Indiana ; and Ray Lynch, Springfield, 
Illinois. 


Topics under discussion included 
the handling of aviation liability 
claims, by George Orr of United 
States Aviation Underwriters ; inland 
marine coverages and adjustments 
and the personal property floater, by 
KF. D. Hawkins of the United Mutual 
Fire Insurance company, Boston ; im- 
portance of the claims man in the 
public relations of the insurance busi- 
ness, by Frank Van Orman of the 
Bankers Indemnity Insurance com- 
pany, Newark; theft law and society, 
by Ernest W. Fields of the United 
States Guarantee company, New 
York City; admissible evidence con- 
tained in signed statements, by Jus- 
tice. Gerald F. McLaughlin, United 
States Circuit Court of Appeals, 
Philadelphia ; legal problems pertain- 
ing to the inland marine business, by 
Clarence R. Conklin, of Heineke & 
Conklin, Chicago ; use and occupancy, 
by Alfred Persson, of Toplis & Hard- 
ing and Wagner & Glidden, Chicago ; 
and loss adjustments with relation to 
the company and agents, by Richard 
G. Osgood of the Insurance Company 
of North America, Philadelphia. 


Adjuster training programs came 
in for considerable exploration at the 
Chicago claims conference of the mu- 
tual companies. The necessity for 
giving agents a certain amount ol 
training in company claims policy and 
in the handling of claims was stressed 
by Alex H. Opgenorth, Farmers Mu- 
tual Auto Insurance company, Madi- 
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son, Wisconsin. The elements of a 
proper training program for staff ad- 
justers were outlined by Willis K. 
Link, Farm Bureau Mutual Automo- 
bile Insurance company, Columbus, 
Ohio. Current problems presented 
under the collision coverage were 
treated by L. V. Drake, Illinois Ag- 
ricultural Mutual Insurance company, 
Chicago. John M. Beverly, Chicago 
attorney, analyzed the significance of 
the recently-decided California case 
of O’Morrow vs. Borad, involving a 
situation in which both parties in an 
automobile controversy were insured 
by the same carrier. Aviation insur- 
ance was the subject of DeWitt Hol- 
comb, Chicago manager for Aero Un- 
derwriters. Automobile insurance 
and the servicing of claims in Mexico 
were discussed by William B. Pike, 
of Bowes & Co., Chicago, a topic 
which is growing in interest because 
of the huge increase in vacation travel 
south of the Rio Grande. The model 
rate regulatory bills were dissected 
by William C. Searl, Auto Owners 
Insurance company, Lansing, Michi- 
gan. J. Roth Crabbe, Farm Bureau 
Mutual Automobile Insurance com- 
pany, Columbus, Ohio, reported upon 
developments at the recent annual 
meeting of the National Association 
of Insurance Commissioners, from 
which he had just returned. 


Probably the most significant com- 
mentary upon current conditions in 
the loss field was given by Alfred 
Persson, in speaking before the ad- 
justers’ meeting on postwar use and 
occupancy adjustments. He gave it 
as his opinion that the economic sit- 
uation with which the country is 
faced, and will be faced in the imme- 
diate future, does not portend favor- 
ably for adjustments in comparison 
with the experience of the past five 
years. He held that adjusters are 
facing many new and difficult prob- 
lems in the adjustment of use and 
occupancy losses. 


“Tf the present cycle of burning 
continues throughout the country,” 
he asserted, “a favorable use and oc- 
cupancy experience in the immediate 
future will be the result not only of 
the skillful handling of adjustments, 
but also in the studied analysis of 
risks at the time of underwriting. At 
this time a great many risks are much 
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more vulnerable to serious losses than 
they have ever been before. 


“If I were asked for my thoughts 
on important points to be considered 
in underwriting, I would raise the 
following questions: Is the insured 
the owner of the building, having 
thereby some control over the ques- 
tion of temporary or permanent res- 
toration during the period of total or 
partial suspension’ Is the insured in 
a multiple-occupancy building; if he 
is located on one floor of a five-story 
building, for example, might damage 
to any other floor put him out of busi- 
ness, even though his own premises 
were not directly involved in the fire ? 
Do the premises occupied by the in- 
sured cover a large area or are they 
confined to a relatively small space, 
and if the former will new quarters 
be difficult or impossible to obtain ? 
What is the nature of the equipment ; 
is the insured dependent upon a great 
deal of equipment, and is it of stand- 
ard construction or is it custom-built, 
since if it is the latter the time of 
restoration is most indefinite? Since 
many manufacturing concerns now 
are handicapped by the fact that their 
inability to obtain one small compo- 
nent part (such as radio tubes) might 
curtail the entire operations even 
though the bulk of the materials is at 
hand, what is the nature and quantity 
of the insured’s stock and raw mate- 
rial ?” 


He contended that use and occu- 
pancy adjustments during the war 
years were far less difficult to handle 
than they will be in the near future. 
When the war began many believed 
that use and occupancy insurance was 
in for a rough time, and through pri- 
orities exclusion and priorities inclu- 
sion clauses the underwriters at- 
tempted to avoid extensive losses over 
which they would have no control. 
Sut use and occupancy experience 
turned out not to be generally un- 
favorable during the war. The ma- 
jority of manufacturing plants were 
operating directly or indirectly in war 
work, and thus enjoyed favorable pri- 
orities. Both materials and_ skilled 
labor were more plentiful during the 
war than at present. There were 
more priorities than material, but 
there was an orderly procedure which 
could be followed. A combination of 
factors tended toward a quick return 
to production, so that in many cases 
actual periods of suspension were less 
than in normal times. Almost all 
manufacturers were operating on a 
highly profitable basis and, since their 
prime motive was to get back into 
production, they were not too con- 
cerned with pressing a claim for the 
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last dollar in a use and occupancy 
settlement. 


In adjusting use and occupancy 
losses now, and trying to reach agree- 
ment as to the probable experience 
during a period of suspension, diffi- 
cult situations arise. The budgeted 
expectations of many business men 
are far in excess of actual experience, 
because many uncertainties hindering 
operation exist. Major strikes have 
produced an unfavorable direct and 
cumulative effect upon what might 
have been reasonable expectation of 
profit several months ago. Price 
ceilings, increased labor costs and ma- 
terial shortages all have a direct bear- 
ing on profit potentialities, a situa- 
tion difficult to measure because of 
the frequency of change in the con- 
(litions they impose. Geographical lo- 
cation, nature of the industry, and 
size of the business make these fact- 
ors apply unevenly in different cases. 


The period of restoration is an im- 
portant consideration. As new build- 
ing construction progresses there will 
be an even greater shortage of skilled 
labor. Building materials are scarce, 
and strikes have retarded improve- 
ment in this regard, so that it may be 
years before building replacements or 
major repairs can be completed in 
what used to be considered normal 
time. Contractors bid high to pro- 
tect themselves from the possibility 
of loss due to potential changes be- 
yond their control. There is a delay 
in replacing machinery, with some 
types of heavy-duty machines on a 
six-month to twelve-month shipping 
schedule. 


Measuring the loss is another prob- 
lem, since the accounting determina- 
tion of the experience immediately 
after the loss may bear no compari- 
son with the experience immediately 
prior to the loss. For some indus- 
tries which have been hard hit by 
strikes the future may be much more 
promising than the immediate past, 
and vice versa. Experience based on 
last year’s production schedules may 
not reflect the general letdown in 
labor efficiency and productivity since 
\V-J Day. Labor disputes over wages 
may be impending, and when settled 
may have a retroactive effect. Con- 
gressional treatment of the O. P. A. 
could have an important effect in 
many industries. 


The consideration of so-called ex- 
pediting expense, or expense to re- 
duce the loss, now freed from the 
application of coinsurance, becomes 
more interesting and pertinent than 
ever,” Mr. Persson said. “Adjusters 





have never successfully defined or 
limited the items that come under this 
classification, and there could be a 
wide range of opinion on many ex- 
penditures. One of the questions 
which will arise will be whether it is 
reasonable to include under this cate- 
gory the payment of bonuses for ma- 
terial and labor in order to shorten 
the time of restoration, or whether 
excess costs incurred in makeshift 
temporary operations may be consid- 
ered to be ‘expediting’. Where the 
probable experience, had there been no 
loss, is uncertain, many insureds will 
probably insist on using this portion 
of the protection liberally to their 
own benefit. Even when the amount 
of expediting expense is ascertained, 
the question of determining whether 
such expenditures result in reducing 
the loss which otherwise would have 
been payable is difficult to either 
prove or disprove. Arranging the 
amount of insurance coverage to meet 
the exposure is now quite difficult. 
There will be many situations wherein 
a conscientious endeavor under pres- 
ent conditions will not, at the time 
of placing the insurance, enable any- 
one to determine the proper use and 
occupancy value beforehand. ‘This 
can result in the payment of so-called 
expediting expense entirely out of 
proportion to the amount of insurance 
carried in relation to the value.” 


HE rapid progress which is be- 
ing made by inland marine insur- 
ance, and the necessity for all adjust- 
ers to equip themselves to handle in- 
land marine losses, was stressed in 
another of the Philadelphia addresses 
that of loss manager F. D. Hawkins 
of the United Mutual Fire Insurance 
company, Boston. With the proba- 
bility in the offing that inland marine 
will become an important line for 
casualty carriers, as well as for the 
fire insurance companies which now 
write it, he expressed the concern of 
company loss managers at what ap- 
pears to be the reluctance of many 
adjusters to become familiar with in- 
land marine forms and coverages, 
and their tendency to shy away from 
loss adjustments under inland marine 
policies. 


“T have known good adjusters who 
have represented my company for 
years,” he declared, “ask to be ex 
cused from an assignment because 
they were not inland marine adjust- 
ers. I submit that any adjuster who 
fails to study and progress with the 








. 





business with which he is associated, 
and who does not keep himself 
abreast of its developments and inno- 
vations, does himself a distinct dis- 
service as far as his own capacity 
for production and earning power 1s 
concerned.” 


In his general comments Mr. Haw- 
kins pointed out that, while some in- 
land marine contracts provide almost 
all-risk coverage, the greater volume 
of business is written on the stated 
peril or defined hazard basis. There 
is a certain standardization, but there 
is enough deviation and latitude in 
contracts to place upon the adjuster 
the responsibility for reviewing the 
policy thoroughly before approaching 
an adjustment. In applying the test 
of liability to any particular claim 
the usual question of “Does the pol- 
icy cover the loss?” might well be 
reversed to “Do any policy conditions 
exclude the loss?” There is a grow- 
ing tendency on the part of some pol- 
icyholders who are aware of what 
the contract will do to regard it as an 
investment, rather than as indemnity 
for harmful financial loss. 


That the law pertaining to inland 
marine insurance still is in the forma- 
tive stage was the contention ad- 
vanced by Clarence R. Conklin, Chi- 
cago insurance attorney, in taking up 
the subject from the legal point of 
view. He indicated that although in 
litigated cases it often is urged that, 
inasmuch as inland marine coverages 
are direct descendants of marine in- 
surance, well-established principles 
of marine insurance law should be 
applicable, the courts often have held 
otherwise. The customs, usages and 
principles of substantive law which 
pertain to the many fields of business, 
he said, are closely interwoven into 
and have a definite bearing on many 
questions of liability in inland marine 
cases. In no other field of property 
insurance can there be found so many 
varied situations which require deter- 
mination, as between assureds and 
others, of respective property rights 
and liabilities, and particularly is this 
true in the fields involving the law of 
bailments and carriers. In the trans- 
portation field not only are there ques- 
tions of the interpretation of policy 
terms but of the substantive law of 
carriers, both contract and common, 
intrastate and interstate, which must 
be settled in arriving at the question 
of liability under the policies. The 
same is true in those cases which in- 
volve property in the hands of bailees. 


The growing realization of the im- 
portance of the adjuster, in both the 
fire and casualty insurance fields, as 
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a public relations representative of 
the insurance carriers was expressed 
by two of the speakers who addressed 
the adjusters’ gathering at Philadel- 
phia. Frank Van Orman, vice-presi- 
dent and general counsel of the Bank- 
ers Indemnity Insurance company, 
Newark, N. J., treated the subject di- 
rectly from the viewpoint of the cas- 
ualty insurance companies in his dis- 
cussion of the importance of the 
claims man in the public relations of 
the insurance business. Richard G. 
Osgood, vice-president of the Insur- 
ance Company of North America, 
Philadelphia, adopted an indirect ap- 
proach in considering the subject of 
loss adjustments with relation to the 
company and agents, with emphasis 
upon the fire insurance viewpoint. 


“Once upon a time it was the cus- 
tom to look upon a person who made 
a claim as a suspicious character until 
he was proved honest,” Mr. Van 
Orman explained. “First party claim- 
ants—the policyholders—were usually 
given the benefit of the constitutional 
presumption that a man is innocent 
until proved guilty, but the presump- 
tion was not applied to third party 
claimants. It was thought necessary 
to have a special brand of claims man 
to handle third-party and workmen's 
compensation claimants. The job 
seemed to require nimble-witted horse 
traders who knew how to indignantly 
deny claims, in a loud voice and with 
an overbearing and frightening man- 
ner. So special was the type of 
claims man used on third-party claim- 
ants that many of our good compan- 
ies were quick to realize that first- 
party claimants should not be sub- 
jected to these men and their wily 
methods. So other claims men—or 
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even underwriters—were detailed to 
handle the policyholder claims and 
losses. One thing above all else that 
was clear in those days was that there 
was no awareness of the importance 
of the claims man to the public rela- 
tions of the insurance business. - You 
can imagine what damage was done 
our public relations by this approach 
to claims handling before there came 
about the significant modern change 
in thinking with respect to the public 
relations aspects of claims work.” 


A number of practical observations 
were made by Mr. Van Orman in 
connection with improving the pub- 
lic relations effectiveness of casualty 
claims adjustment. In the case of 
small automobile property damage 
cases, which he held to be one of the 
more .important types of claim, he 
recommended that 100% of the rea- 
sonable value of repairs should be 
paid when the insured is solely re- 
sponsible for the accident, and that 
there is no legal-or ethical basis for 
compromise at a smaller amount. 
Where there are reasons for paying 
nothing or less than the whole amount 
the claimant should be given an un- 
derstandable explanation. To the ad- 
juster claims are an every-day occur- 
rence, but to the claimant or policy- 
holder they may happen once in a life- 
time, and the impression which he 
gets is highly important. 


Workmen’s compensation claim 
ants, no matter how humble, should 
be treated with respect and courtesy. 
It is often very important that they 
receive their payments on time. All 
claims payments should be made with 
the greatest speed consistent with 
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efficient handling, including the bills 
of doctors and lawyers. When a pol- 
icyholder reports an accident, a 
prompt acknowledgement should re- 
assure him that a competent organ- 
ization of experts has taken over his 
problem, and that he can relax. He 
should receive a notice when the case 
Reservation of rights let- 
ters or non-waiver agreements should 
he avoided unless there are substan- 
tial grounds for a disclaimer, since 
they create anxiety and irritation, and 
90% of them eventually are with- 
drawn. The day should come when 
it is the universal practice of all com- 
panies that an insured is never per- 
mitted to contribute to a settlement 
within the policy limits. 


is closed. 


Mr. Osgood called attention to the 
fact that the entire insurance indus- 
try now is concerned over the degree 
of regulation that is impending, and 
the possibility that all portions of the 
premium dollar may be dictated to an 
increasing degree. Companies are 
concerned about a permissible ex- 
pense allowance, producers are dis- 
cussing the possibility of controlled 
commissions, and adjusters can be 
disturbed as states continue to indi- 
cate and dictate maximum loss ex- 
pense factors, since loss expense in- 
cludes in addition to loss adjustments 
the cost of maintaining company loss 
departments and all other factors of 
cost. <A ceiling is hein con- 
structed that has the effect of cur- 
tailing the aggregate fees that under- 
writers will be permitted to approve 
for loss adjustments. While the fig- 
ures the various states are using may 
he adequate for the routine type of 
adjustment of years past, there is a 
question whether it will be adequate 
for the improved loss service current- 
ly needed. Adjusters must demon- 
strate a usefulness that will create 
public support for a greater alloca- 
tion of the premium dollar, not for 
loss adjustments, but for loss service 
culminating in a proper settlement. 


ke SS 


The first of Mr. Osgood’s practi- 
cal recommendations to adjusters was 
that they avoid having the insured 
get an estimate from a contractor and 
then calling the adjuster in. The ad- 
juster should meet the contractor on 
the ground, go over the estimate item 
by item as it is prepared, with the 
insured present to judge the relative 
merits of the positions taken. Ad- 
justers should assist policyholders in 
the preparation of claims in losses 
involving household goods and_per- 
sonal effects. He should recommend 
dry-cleaners experienced in fire dam- 
age renovating, he should point out 
the maximum coverage benefits to 


JouRNAL oF AMERICAN INSURANCE 


which the claimant is entitled under 
the terms of his broad dwelling form 
in the event that he is unaware of his 
rights. 


As far as reports to the insurance 
company are concerned there is room 
for improvement in proofs of loss 
and in listing of payees. There should 
be closer attention to subrogation pos- 
sibilities. . Compromise — settlements 
should give all details supporting the 
amount agreed upon. The underwrit- 
er should be given the benefit of the 
adjuster’s on-the-ground observations 
on such subjects as recommendation 
for continued coverage, and whether 
the claimant suffered any consequen- 
tial loss that was uninsured, since 
loss reports can be made one of the 
most lucrative sources of production 
leads. Information as to cause and 
spread of fire, whether fire walls and 
fire doors held, whether adequate 
first-aid equipment would have kept 
the fire under control, whether the 
building was suited to the occupancy, 
are all points of value. Diagrams, 
sketches and photographs in reports 
are helpful, especially in the case of 
borderline explosion losses. And 
clauses or entire forms that give 
trouble in loss adjustments open one 
of the greatest opportunities for con- 
structive criticism that the adjuster 
has, yet rarely if ever are these com- 
mented upon in a transmittal report. 


PROSPECTS OF THE 
NON-SCHEDULED AIRLINE 


(Continued from page 12) 


tion to the truck lines along the At- 
lantic coast, where trucks are driven 
into the producing areas and from 
there directly to the market cities. It 
is considered likely that the indepen- 
dent air freight carrier will be able 
to succeed at a per ton mile rate of 
15c¢ or 20c if able to operate a reason- 
able number of days a year, depend- 
ing upon weather and available loads. 


The insurance underwriter needs to 
inquire into several features in order 
to determine whether the non-sched- 
uled airline operator has a chance of 
success and will achieve safety in op- 
erations. The first thing to be in- 
quired into is the chance of financial 
success. A considerable amount of 
financial capital is necessary in order 
to buy and maintain the equipment. 
Independent operators have been for- 
tunate during the first post-war year 
in that they could buy surplus govern- 
ment aircraft at prices far below the 
new cost. However, the maintenance 
of these aircraft is just as costly as if 


they had been bought at the new price. 
There may be some cases where the 
maintenance cost will be higher than 
anticipated, and this may result in 
bankruptcy of the operator. The first 
problem for the insurance underwrit- 
er is, therefore, to find out whether 
the operator has sufficient money to 
carry him over spells of bad weather 
or through seasons when he cannot 
secure cargo. A lack of adequate 
finances may require him to operate 
in questionable weather with danger 
of loss to plane and cargo. Mainten- 
ance is expensive and it will be neces- 
sary for any operator to have plenty 
of money in order to keep his equip- 
ment in top operating condition. 


The organizational setup is an im- 
portant factor in success, and the 
larger organizations are all likely to 
he incorporated. Partnership and in- 
dividual operations have a flexibility 
which is not common to the corporate 
setup and the underwriter may find 
cases where this flexibility adds to the 
desirability of the risk. The opera- 
tional setup should be examined care- 
fully to make sure that maintenance 
and procedures are such as to indi- 
cate safe and profitable operation. 


The aviation industry in general is 
not yet fully aware of the necessity 
for specific attention to safety prob- 
lems. At a recent meeting of fire pro- 
tection personnel, the representative 
of a large airline made the remark 
that they did not consider gasoline 
spills a dangerous fire hazard because 
they had had several of them without 
any resultant fire. This is typical of 
a certain cross section of the aviation 
industry, which must be convinced of 
danger by actual accidents within 
their own experience. Gasoline drain- 
age from an airplane within a hangar 
was responsible for the loss of a twin 
engined transport plane by one of the 
non-scheduled airlines in an eastern 
city during the past few weeks. 


The underwriter also must examine 
the experience of the pilot, his famil- 
larity with the routes over which he 
travels and the question of financial 
interest of the pilot. Financial inter- 
est by the pilot may be an undesirable 
factor if it presses him into flying 
under questionable conditions. 


The three essentials for success by 
non-scheduled airlines would be (1) 
general business ability and financial 
backing, (2) technical knowledge of 
the aviation industry and handling of 
airplanes, and (3) a cooperative atti- 
tude on the part of the operators and 
pilots toward safety and safe opera- 
tion. 














